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Professional Notes. 


Tue continued growth of the Society, the complexity 
of modern conditions, and the ever increasing number 
of Acts of Parliament dealing with finance, industry 
and commerce, have induced the Council to strengthen 
the Society’s organisation by the appointment of a 
Parliamentary Secretary, and at a special meeting 


|of the Council Mr. J. R. W. Alexander, M.A., 


LL.B (Cantab.), Barrister-at-Law, was unanimously 
selected for the position. When not engaged on 
special] duties, Mr. Alexander will give assistance to 
the Secretary, Mr. Garrett, in the general business 
of the Society. 


At the annual meeting of the London Chamber 
of Commerce held recently, Sir James Martin, 
F.8.A.A., delivered his Presidential Address and 
was unanimously re-elected by the members as 
President for the third year in succession. On 
the proposition of Lord Kylsant, seconded by 
Lord Southwark, Mr. Daniel S. Fripp, Chartered 
Accountant, and Mr. Henry Morgan, Incorporated 
Accountant, were elected Honorary Auditors of the 
Chamber .for the ensuing year. A cordial vote 
of thanks was accorded to Mr. Thomas Keens, 
F.8.A.A., for his services as Honorary Auditor of the 
Chamber for a period of three years, and to Mr. 
Daniel 8. Fripp, F.C.A., for his services as Honorary 
Auditor during the past year. The President, in 
putting the motion before the meeting, said that for 
more than a quarter of a century Mr. Keens had 
been a strong supporter of Chambers of Commerce 
throughout the country. 


Mr. Edward William Hansell, K.C., has been 
appointed an Official Referee of the Supreme Court 
in the place of Sir Edward Pollock, resigned. Mr. 
Hansell is well known as the leading Counsel in the 
Bankruptcy Court, where for a number of years he 
has acted as Counsel to the Board of Trade. He is 
editor and part author of “ Williams’ Bankruptcy 
Practice." He was also the.Chairman of the recent 
Committee appointed by the Board of Trade to 
consider and report on desirable amendments of the 
Bankruptcy Act in regard to the discovery and 
punishment of offences. The report of this 
Committee has been given effect to by the passing of 
the Bankruptcy (Amendment) Act, 1926. Mr. 
Hansell has been succeeded as Board of Trade 
Counsel by Mr. Roland Burrows, LL.D., who has 
on several occasions kindly given his services as 
lecturer to the Incorporated Accountants’ students, 
and is now one of the Examiners to the Society. 

Mr. C. J. G. Palmour, F.C.A., recently delivered 
before the Chartered Accountants’ Students’ Society 
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of London, a valuable lecture on ‘“‘ The Professional 
Accountant in an Advisory and Supervisory 
Capacity,” in the course of which he said he was 
convinced that the accountant who sought and took 
advantage of the experience necessary to enable him 
to carry out efficiently the advisory and supervisory 
duties which he had elaborated in his address, 
would not only be fitting himself to occupy positions 
which were highly remunerative, but would be doing 
his part in maintaining and even raising the status 
of the profession. 


We have recorded in this issue the judgment 
of the High Court, Bombay, under the Indian 
Companies Act, 1918, in the matter of an 
application for the revision of an order passed 
by the Chief Presidency Magistrate dismissing a 
complaint filed against the directors, secretary, 
the chief accountant, and the accountant of the 
Central Bank of India, Limited, in relation to 
balance-sheets and profit and loss accounts of 
the bank. The judgment, in the course of which 
the learned Judges made comparisons between 
the English and Indian company laws, is both 
of interest and importance. In the end the 
Judges decided that the view taken by the 
Magistrate in dismissing the complaint was 
erroneous, as there were clear prima facie grounds 
for holding that the book debts in the two 
balance-sheets before the Court were stated 
incorrectly. At the same time, the Court 
decided that it was for the Magistrate to 
determine whether these untrue statements were 
made wilfully and knowingly by any or all of the 
respondents, and they remitted the matter to the 
Magistrate to dispose of accordingly. Pending 
the ultimate result of this hearing we must refrain 
from further comment. 


Efforts to relieve taxpayers of all countries from 
the burdens of double taxation are being made by 
the League of Nations, whose Committee of Experts 
on Double Taxation and Fiscal Evasion has just 
concluded its labours with the adoption of four draft 
international conventions. Two of these conventions 
endeavour to secure that a taxpayer shall not be 
taxed on the same income by a number of different 
countries. The Committee, consisting principally 
of the senior officials of the Revenue Boards of twelve 
countries, met at Somerset House from April 5th to 
April 12th under the Chairmanship of the Italian 
member, Professor Pasquale d’Aroma. Sir Percy 
Thompson, K.B.E., C.B., Deputy Chairman of the 
Board of Inland Revenue, was the British expert. 


The Budget statement of the Chancellor of the 


although the methods adopted to raise revenue might 
not meet with approval under normal conditions, 
there was a feeling of relief that the necessary revenue 
was to be found without imposing additional taxation 
of any appreciable amount.. A very satisfactory 
feature was the allocation of as much as £65,000,000 
to the Sinking Fund. The Chancellor’s real difficulty, 
however, will arise next year when similar sources of 
extra revenue will not be available, and, unless trade 
recovers sufficiently to bring in a much larger 
revenue than at present from normal sources, 
increased taxation seems inevitable. 

The Chancellor estimated for an expenditure in 
1927-28 of £833,390,000 and a_ revenue of 
£834,830,000. Alterations in the method of levying 
taxation were estimated to produce an increase 
of £25,980,000, the principal amount being derived 
from the collection of income tax, Schedule A, in 
one instalment instead of two, which will bring 
into the current year’s account an increase of 
£14,800,000. In a White Paper circulated by the 
Treasury it was estimated that local authorities 
collected in rates in 1926-27 £159,500,000 in 
England and Wales, and £20,448,000 in Scotland, 
which amounts must of course be added to the total of 
national expenditure. 


It will be interesting to see what remedy the 
Chancellor proposes to prevent the avoidance of super 
tax by the sale of securities cwm dividend and their 
immediate repurchase after the dividend has been 
paid. The desirability of a remedy for this loophole 
is not in question, but it will take some ingenuity to 
construct one that will be effective. We are pleased 
to observe the Chancellor's promise to remove the 
grievance which arises when two years’ dividends 
are declared in the same income tax year, thus in some 
cases bringing the total income of an individual 
over the super tax limit. This was an obvious 
injustice, and it is surprising that the Inland Revenue 
ever attempted to take advantage of the flaw in 
the law. Public schools and charitable institutions 
will welcome the promised exemption from income 
tax on the profits which they make from what is 
termed trading operations. ‘lhis follows on the 
House of Lords decision in the Brighton College case, 
which, if left to stand, would have prevented these 
colleges and schools from charging fees which would 
leave a margin for financing improvements to 
buildings and other similar purposes without such 
margin being taxed. 


In a Treasury Memorandum, which we are 
privileged to reproduce in another column, there 
are set forth the proposals for simplification 


Exchequer came as a surprise to everybody, and, 


of the assessment of income tax and super tax, 
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which were outlined in the Chancellor of the 
Exchequer’s Budget speech, and which will be 
introduced in the Finance Bill of this year, but will 
not take effect until the year 1928-29. From 
this it appears that only one comprelensive return 
will be required, and not as at present one return for 
income tax and another for super tax. The basis of 
liability will continue to be a current year basis for 
income taxed by deduction and a preceding year basis 
for income not taxed by deduction, but salaries, &c., 
under Schedule E are to be altered to a preceding year 
basis. Super tax—or what will in future be termed 
surtax—will still be allowed on exemption margin of 
£2,000. The ordinary income tax will be payable 
in January and July as at present, and the cor- 
responding surtax on the following Ist of January, 
that is a year later than the first instalment of 
income tax. 


Next year the Chancellor proposes to introduce 
further provisions enabling a taxpayer who has 
several sources of income liable to direct assessment to 
income tax by different bodies of local Commissioners 
(whether under Schedule D, or under Schedule E) 
to receive a single demand for payment and to make 
payment to a single office. The practice at present 
in force of having assessments for, say, directors’ 
fees from half a dozen different districts gives rise 
to a great deal of difficulty and confusion, and 
much unnecessary correspondence with regard to 
allowances. 


The decision of the House of Lords has at last 
been given in the case of Betts v. Clare € Heyworth, 
and the result is that the decision of the Court of 
Appeal has been reversed, and that of the Com- 
missioners and Mr. Justice Rowlati re-instated. 
The question in dispute was an important one, 
namely, the basis of assessment of a new business. 
The circumstances so far as they are material can be 
stated very briefly. The business commenced on 
March Ist, 1919, and the first account was made up 
for the ten months to December, 1919. The second 
account was made up for the three months to 
March 81st, 1920, the intention being for the future 
to balance on March 31st each year. There was no 
dispute with regard to the assessment for the year 
1918-19, which was based on a proportionate ‘part of 
the profits of £1,000 made during the first ten 
months. As regards the year 1919-20, however, it 
was claimed that the assessment should be based on 
the same period, and that the amount should be 
£1,200, being twelve-tenths of £1,000. The Crown 
on the other hand contended that the assessment 
for 1919-20 should be £12,188, being twelve- 
thirteenths of the profits arrived at by combining 


the accounts for the two periods ended March 81st, 
1920 (a large profit having been made in the last 
three months). This view of the matter was adopted 
by the Court of Appeal. —__ 


The enactment which governs the matter is 
contained in Rule 1 of Cases I and II, Schedule D, 
which provides that where a trade has been set up 
within three years ‘‘ the computation shall be made 
on the average of the profits or gains for one year 
from the period of the first setting up of same, and 
where it has been set up and commenced within the 
year of assessment the computation shall be made 
according to the rules applicable to Case VI. The 
case turned on the meaning of this Rule, more 
particularly as to the period on which the average 
should be calculated. 


Long judgments were delivered by Members of 
the House of Lords, but any attempt to analyse 
them seems to us merely to cause confusion. The 
result, however, was that, as already stated, the 
Court of Appeal decision was reversed, and it was 
held that the assessment for the year 1919-20 should 
be based on the profits of the first ten months, as 
originally claimed by the firm. The one point of 
principle which appears to be established is that the 
period to be taken for averaging must not exceed one 
year from the first setting up of the business, or in 
any event must not encroach upon the actual year 
of assessment. It does not seem to be quite clear 
even now whether, for the purpose of averaging, 
the first period of trading only must be taken 
until a full three years’ accounts prior to the year 
of assessment are available, or whether a longer 
period than one year may be taken so long as it does 
not encroach upon the year of assessment. 


A strange legal anomaly was disclosed in the 
case of Carling v. Lebbon which came before 
the Lord Chief Justice last month. It arose in 
relation to a claim by a widow in respect of 
her husband’s death due to the negligent driving 
of a Post Office van. His Lordship had no 
doubt that the widow was entitled to recover 
damages, but he came to the conclusion that 
he was bound to deduct the pension to which 
the widow became entitled under the Widows, 
Orphans, and Old Age Contributory Pensions 
Act, 1925, after the death of her husband. Had 
the amount been payable under a contract of 
assurance no such deduction would have been 
made, but the Court held that a widow’s pension 
under the Act of 1925 could not accurately be 
described as ‘‘a sum paid or payable either on 
the death of the deceased, or under a contract 
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of assurance or insurance.”” His Lordship ad- 
mitted the anomaly, but considered that he had 
no option in the matter. 

A correspondent of the Financial Times signing 
himself “ Director,” suggests that no auditor 
should be re-appointed for more than three years 
in succession, on the ground that it is ‘‘an enormous 
advantage to have a fresh mind on a problem” 
and that ‘‘a new broom sweeps clean.’’ He seems 
to overlook the other advantage, which is probably 
much greater, namely, the knowledge which an 
auditor acquires of the working of a business by 
dealing with the accounts year after year for a 
long period. 


In delivering judgment in the case of R. Taylor 
& Sons, Limited, v. Robert Taylor’s Trustees, in 
the Court of Session, Edinburgh, Lord Constable 
commented on the circumstances under which 
large amounts were passed by the auditor of a 
company as Extraordinary War Expenses without 
proper vouchers. He said that if the auditor of 
@ company was to be free to pass absolutely 
undetailed vouchers for expenditure by a managing 
director amounting to many thousands of pounds 
on verbal explanations which he deemed sufficient, 
there was an end to all security for the 
shareholders. Having regard to the vouchers 
produced in this case his Lordship found it 
impossible to avoid the conclusion that the 
auditor failed to discharge his duty of insisting 
on reasonably detailed vouchers of expenditure, 
or reporting the fact of their absence to the 
shareholders. 


Companies Acts Amendment Bill. 


Ow April 7th the Lord Chancellor (Viscount Cave) 
introduced in the House of Lords a Bill to amend 
the Companies Acts, 1908-1917, and for purposes 
connected therewith. The Bill was read a first time 
and ordered to be printed. It is based upon the 
Report of the Company Law Amendment Committee 
which was dealt with in our issue of July last. 
Although the Committee refrained from recom- 
mending changes which were not, in their view, 
quite clearly demanded and justified by the evidence 
brought before them, the matters of principle and of 
detail upon which they were unanimous in 
suggesting an alteration of the law have resulted 
in the presentation of a Bill which consists of 
103 clauses and several schedules. The general 
_ arrangement adopted in the Bill is very convenient 
because it follows as far as possible the order of 


the sections of the Companies (Consolidation) Act, 
1908. References to the Committee’s Report have 
been inserted in the marginal notes to the various 
clauses of the Bill. In a few cases the Bill 
goes outside the recommendations of the Committee, 
one of which shows the value of the work of 
Departmental Committees, as by Clause 46, a 
proposal of the Committee on the Law of 
Arbitration, which was only recently presented 
to the Lord Chancellor, is to be given effect to. 


We have not deemed it necessary to reprint 
the whole Bill as introduced in the House of 
Lords, but we are presenting elsewhere those 
clauses which we regard as of special interest to 
the profession. We think that careful consideration 
of the Bill will lead to the view that the prestige of 
auditors will be enhanced and that the duties of 
directors will have to be regarded seriously when 
the Bill becomes law. With respect to those persons 
who are fraudulently inclined, they will find that the 
Bill closes their avenue of escape from the penalties 
attaching to their wrongful acts, and the dishonest 
trader, who is now finding his way hard under the 
new Bankruptcy Act, will not have any inducement 
for converting himself into a one-man company. 


A novel provision in the Bill is to give power 
to issue shares at a discount, and it will be found in 
the clause as drafted that companies’ auditors will 
have an important duty to discharge if called upon, 
should this power become effective. Clause 34 lays 
down the proper books of account to be kept by 
every company, and also the nature of the accounts 
to be laid before a company in general meeting, and 
there is a heavy penalty upon directors who fail to 
take all reasonable steps to secure compliance by the 
company with the requirements as set out. Clause 
835 deals with the particulars to be comprised in 
every balance-sheet together witli the provisions in 
regard to shares in and loans to subsidiary 
companies, and the vexed question of ‘holding 
companies"’ is also dealt with on the lines of the 
Committee’s Report. This subject has already been 
discussed in our columns, and much more will be 
heard of it, both from within and without the 
profession, before it is disposed of. 

In the provisions as to auditors it is distinctly 
laid down that no person being a partner or in 
the employment of any officer of the company shall, 


unless the company is a private company, be™ 


qualified for appointment as auditor of the company, 
and another proposal is that no person other than 
an individual shall be qualified to act as liquidator, 
auditor or receiver of the property of a company, and 
any appointment made in contravention of this 
provision shall be void. The City Equitable case 
finds its echo in Clause 78 (8), which will apply 
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to auditors a provision contained in the Bill making 
void any clause in Articles of Association of companies 
exempting directors from or indemnifying them 
against any liability in respect of negligence, default 
or breach of duty unless it arises from their own 
wilful default. We have already expressed our 
opinion that auditors cannot be placed in a privileged 
position in regard to questions of negligence, and 
the three accountant members of the Departmental 
Committee were well advised when, in the interests 
of the public as well as of their own profession, they 
consented to put their names to the Committee's 
recommendation in this respect. 

Clause 61 proposes to amend the law in regard 
to voluntary winding-up, and if given effect to 
will practically remove the appointment of liquidator 
from the shareholders to the creditors where the 
company is unable to pay its debts in full. 
The present practice has no doubt given rise to 
some abuses, but it is doubted by many competent 
observers, whose opinionsare entitled to consideration, 
whether the proposals contained in the Bill will 
not place the appointment of liquidator to a large 
extent in the hands of associations and individuals 
who are not above canvassing far insolvency 
business. Opportunities for the revival, on any 
organised scale, of practices which the Institute 
and Society have put down with a firm hand will 
be deplored by all right minded people. 


One of the questions which has attracted a great 
deal of public attention during the last year or two 
is the practice of share-hawking and share-pushing. 
The Committee had a great deal of evidence placed 
before them about the activities of persons who deal 
in shares, &c., of a worthless or, at best, a highly 
speculative nature, or so-called ‘‘ units’ representing 
shares or fractions of shares, either by offers made 
broadcast by letter or by personal ‘‘ hawking’’ from 
house to house. Clause 85 carries out the 
Committee’s recommendations on this point. 
Shortly stated, it makes share-hawking (1.e., personal 
touting and solicitation) unlawful and subject to a 
heavy fine, or on a second offence to imprisonment ; 
and as regards written offers (other than those made 
by or on behalf of the company itself which are, 
or under the Bill will be, subject to the ordinary 
provisions of the law) the clause makes it compulsory 
to furnish a certain minimum of information, an 
obligation which should hamper the activities of the 
dishonest share-pusher witliout placing any undue 
obstacle in the way of legitimate business. The same 
penalties apply to a contravention of this part of 
the clause as apply to share-lhawking proper. 

We possess the confident hope that the Bill as a 
whole will be given painstaking and exhaustive 
consideration. Nearly every clause it contains has 


been the subject of careful thought by an impartial 
body of professional and business men, and we believe 
that when the Bill becomes an Act the profession 
will be accorded a wider opportunity of earning the 
confidence and support of the public whose interests 
are and must always remain paramount. 


Che Colwyn Committee and the 
National Debt. 


By W. H. COATES, LL.B., B.Sc.(Econ.). 


| A xarcze National Debt and heavy taxation are 
largely cause and effect. Logically, therefore, the 
article which appeared on the Colwyn report in last 
month’s Journal should have been devoted to a 
consideration of the Committee’s views on the Debt. 
Men are, however, naturally more concerned with 
the continuing effect of the Debt in the form of 
taxation, and are apt to forget, or at least to pay too 
little attention to, the cause from which that effect 
springs. But the Debt is still the deep-seated root 
of most of our taxation troubles, and therefore 
deserves as much, if not more, consideration than 
taxation. It is as well to begin by forming a clear 
impression of its magnitude. The comparative 
statistics furnished by Mr. Walter Layton to the 
Committee form an excellent instrument for this 
purpose. These figures compare the present position 
of the country with that after the Napoleonic wars. 
Now, as then, the National Debt is approximately 
double the national income. Its service, including 
both interest and redemption, required then 8.12 per 
cent. of the national income, and to-day 9.13 per 
cent. To turn to absolute figures, the national 
income has increased nearly ten-fold from £400 millions 
to £3,800 millions, and the annual cost of the Debt 
more than ten-fold from £32 millions to £347 millions. 
If we add in pensions the increase is from 
£88 millions to £440 millions. The total Debt has 
risen from £840 millions to £7,700 millions. Such 
is the comparison between 1818 and 1923. But 
whereas in 1818 Great Britain stood on the threshold 
of a huge increase of wealth and population, he 
would be an optimist indeed who believed that the 
twentieth century held any such similar promise. 
At March 81st, 1926, the total Debt was slightly less 
than the figure stated above. Of the total of 
£7,616 millions, £1,111 millions consisted of external 
debt, £704 millions of floating debt in the shape of 
Treasury Bills and Ways and Means advances, and 
the balance of £5,801 millions was internal debt, of 
which £1,074 millions was funded. (Funded debt 
comprises those loans which have no fixed date for 
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repayment, the stockholder having therefore a claim 
only to his interest and none to repayment of his 
principal.) In 1925/6 the interest on the Debt 
aggregated £308 millions and (ignoring the deficit of 
£14 millions in the national accounts of that year) 
£50 millions was applied to sinking funds. Splitting 
the interest in the same manner as the Debt, 
£33 millions were required for the External Debt, 
£27 millions for the Floating Debt and £248 millions 
for Funded and Unfunded Internal Debts. The 
burden which the Debt imposes may be appreciated 
by contrasting this £358 millions with the actual 
yield of the income tax and super tax for the same 
year 1925-26, which reached only £328 millions, or 
£30 millions less than the total Debt requirements. 
This deficiency was equal to half the yield of the 
death duties in that year. Expressed in one more 
form, no less than 52 per cent. of the total receipts 
from taxes in that year were required to satisfy the 
demands of the Debt. These figures throw a flood 
of light upon the part which the Debt plays in fixing 
British taxation at its present level. 


The Committee rightly lays emphasis upon the 
fact that, with the exception of money raised abroad, 
the cost of the war had clearly to be paid for 
immediately, so that the burden on the community 
as a whole could not be thrown on to future 
generations. So far as the expenditure was met by 


internal war loans, the burden on the individual was 
largely postponed ; that is, it was converted into an 
annuity in the form of future taxation. It follows 
that taxation for the internal Debt does not destroy 
wealth, it merely re-distributes it within the 
community. To this extent the annual National 
Budget serves merely as a clearing house for the 
debts due by the taxpayers in the form of taxation 
to meet the interest charge, and the credits due to 
the lenders in the form of their aunual interest. 
There is no real loss to the national production 
beyond the waste, friction and psychological effects 
inseparable from this gigantic clearing. The case 
is far different with the external debt, for that does 
involve the export of goods and services which do 
not pay for any imports in return. 


We are furnished by the Committee with a valuable 
examination of the growth and subsequent reduction 
of Debt. Between 1920 and 1925 inclusive, over 
£708 millions in cash were applied to the reduction 
of the Debt, but during that period it fell only from 
£7,832 millions to £7,616 millions, a decrease of £216 
millions. Of the difference of £492 millions, £108 
millions were due to the capitalisation of interest on 
the American Debt, but, more important still, £257 
millions were due to the issue of loans ata discount. 
The Committee makes a critical examination of this 
policy and comes to the conclusion that it would be 


in the best interests of the State to issue all future 
loans at a figure not very appreciably below par. No 
condemnation of Treasury policy could be expressed 
more mildly. There is an equally instructive 
examination of the relationship of the Debt burden 
to the price level which shows that the reduction in 
the interest charge in the past few years has been 
insufficient to compensate the fall in prices. In 
other words, the real burden of the Debt—that is, 
the proportion of real goods and services which the 
nation has to render up to the holders of the Debt— 
has grown and not diminished. What of the future ? 
Taking certain arbitrary assumptions regarding the 
rate of interest which may require to be paid upon 
future conversions of the Debt, the Committee can 
arrive at no greater maximum of saving of interest 
than £51 millions a year gross (and £41 millions net, 
after the loss of taxation). This, be it noted, is upon 
the assumption that a rate of 84 per cent. would be 
possible immediately. It is no wonder that the 
majority report concludes that there is no justification 
for placing “any very great reliance upon such 
operations as a means of effecting a really appreciable 
mitigation of the Debt in the early future.” 


With this ominous conclusion im mind we may 
turn to a consideration of the majority report upon 
the Capital Levy. That project, which has aroused 
such heated argument in the past, is here discussed 
in an atmosphere of calm reason. The Board of 
Inland Revenue had no serious doubts on the 
question of practicability, and the Committee 
sees no reason to differ from that high authority. 
This view of course depends upon the assumption 
(which the Board made) that the levy would receive 
a normal measure of assent and be collected under 
normal economic conditions. Some may say that 
this assumption begs the whole question of a levy, 
but it would be perhaps not unreasonable to reply 
that when a surgical operation is necessary the 
surgeon does not err in taking it for granted that 
the patient will not die of fright when he is laid 
on the operating table. 


Estimates of a yield of a Capital Levy were 
furnished by the Board of Inland Revenue, upon 
three hypothetical scales, the most severe of which 
was that suggested by the Labour Party in “‘ Labour 
and the War Debt.” This was estimated to yield 
£2,500 millions. As most competent judges, in- 
cluding the Committee, are agreed that a small 
levy would not justify itself, attention must be 
concentrated upon this scale. The Committee, 
indeed, thought that a levy raising as nearly as 
possible £3,000 millions had most claim upon its 
consideration, and observed that one method of 
raising this sum would be to increase the rates 
of the labour scale by one-fifth. What would such 
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a levy mean? With an exemption limit of £5,000 
(a limit favoured by its practical advantages), some 
half-a-million persons would be affected. No 
division of this number in ranges of wealth is given, 
but it is clear from Appendix XXIII that more 
than half of this number would fall in the range 
between £5,000 and £10,000. Between £10,000 and 
£25,000 another 28 per cent. may come, leaving 
only approximately 16 per cent. of the total number 
with a capital of more than £25,000. At the 
£10,000 point, the levy (to realise a total of £3,000 
millions) would mean a tax of 6.6 per cent., or a 
payment of £660. At £25,000 the rate would be 
20.6 per cent., or a payment of £5,160. After this 
point the rate rises rapidly. At £50,000 it is 30.7 
per cent., at £100,000 39.4 per cent., at £500,000 
54.7 per cent., and at £1,000,000 60.3 per cent. In 
the higher ranges these are staggering figures. 


Two questions immediately come to mind. First, 
what is the net gain to be? Secondly, can such 
a levy be equitable? To the first the Board of 
Inland Revenue provided the answer. The estimated 
annual loss of taxation amounted, on a levy of £2,500 
millions, to £77 millions. On a £38,000 millions 
levy the loss would be higher still. If 5 per cent. 
annual interest were saved on the £2,500 millions of 
debt paid off then the net saving on a levy of this 
amount would be only £48 millions, or the equivalent 
of less than 10d. in the pound income tax. Even a 
levy of £3,000 millions would not provide more relief 
from income tax than a reduction of Is. in the pound 
of the standard rate, leaving the present rates of 
super tax untouched. It is difficult to differ from 
the conclusion of the Committee that the levy would 
‘* yield physical results quite disproportionate to the 
magnitude of the operation.’’ On the second point 
of equity the Committee considered that a general 
exemption limit of £5,000 could not be justified. 
As this is an arbitrary limit, fixed almost entirely 
by practical difficulties arising from the large 
expansion of the numbers of levy taxpayers when 
one reaches the lower ranges of wealth, this 
conclusion cannot be contradicted. But there is 
the more serious question of the entire exemption 
of immaterial capital, which finds expression in 
personal earning power, when material capital is to 
be mulct on such a scale. Even Dr. Dalton, feeling 
this difficulty, suggested there should be a 
counterweight of an additional tax for a term of 
years on large earned incomes. The Committee 
thought it wrong in principle that large earned 
incomes should escape any share in a special 
contribution to the repayment of debt, especially as 
such incomes would derive a benefit from any 
consequential reduction in taxation. But despite this 
inequity the Committee saw no practicable method 


of bringing such incomes within tle levy proper. 
To the fair minded man, this conclusion seems to 
furnish a definite affirmative answer to the question 
—Would a levy on the scale suggested, and restricted 
to material capital, be inequitable? In the end the 
Committee return to the psychological aspect of the 
levy, and record their conviction that-a levy would be 
strongly resented, and conclude that ‘‘ unless a levy 
were accepted with more goodwill than it would be 
possible to anticipate under present conditions, it 
would be highly injurious to the social and industrial 
life of the community.” 


The majority members of the Committee were not 
content, however, to leave the matter thus—and 
rightly so. Impressed, as every thoughtful observer 
must be, by the magnitude of the Debt, these members 
recommend that steps should be taken to increase 
the Sinking Fund as early as possible to £75 millions 
a year, and they express the hope that this may be 
possible without additional taxation within five years. 
Unless the rising tide of expenditure can be held, 
if not turned back, this may prove a vain hope. 
But even that does not content the majority members. 
In their opinion, the ultimate aim should be a 
Sinking Fund of £100 millions a year, coupled with 
a rule that identifiable capital receipts in respect of 
loans due to this country, as well as any surplus 
revenue in any year, should be applied to debt 
redemption. 

The minority members go further. After 
expressing their view that a Capital Levy is still the 
best method of dealing with the Debt, provided that it 
were generally approved, and were assured of fair 
treatment by the taxpayer, they suggest, as an 
alternative method of raising funds for Debt 
repayment, that an additional annual charge should 
be imposed upon investment incomes designed to 
raise annually £100,000,000. This sum, it appears, 
would be in addition to the present Baldwin Sinking 
Fund provision. The money would be raised by 
the imposition of a special tax on unearned incomes, 
rather than by the adjustment of the rates of income 
tax and super tax now charged thereon. The 
practical difficulties, including the grave dangers of 
evasion, are not considered. 


Shortly stated, the conclusion of both the 
majority and the minority of the Committee is that 
heavier taxation should be faced in order that the 
Debt may be reduced more rapidly. The difference 
between them is only one of time. In the view of 
the minority an immediate new burden of taxation 
should be undertaken. In that of the majority 
reductions of taxation which would otherwise be 
possible from the growing produce of existing taxes 
should be withheld. The real question is, have 
British taxpayers the courage to bite on the bullet ? 
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Ginding-up and Loans secured 
by Debentures. 


By sect. 151 (1) (b) of the Companies (Consolidation) 
Act, 1908, the liquidator in a winding-up by the 
Court has power, with the sanction either of 
the Court or of the Committee of Inspection, to 
carry on the business of the company, so far as 
may be necessary for the beneficial winding-up 
thereof; and by sub-sect. (2) (e) to raise on the 
security of the assets of the company any money 
requisite. . 

On the voluntary winding-up of a company, 
sect. 186 provides that the liquidator may, without 
the sanction of the Court, exercise all powers by 
this Act given to the liquidator in a winding-up 
by the Court. 

Sect. 205 provides that in the case of a winding-up 
by or subject to the supervision of the Court, every 
disposition of the property (including things in 
action) of the company, and every transfer of shares, 
or alteration in the status of its members, made 
after the commencement of the winding-up, shall, 
unless the Court otherwise orders, be void. 

The carrying on of the business during liquidation 
presents difficulties in finding money for current 
expenditure, ¢.g., rent, rates, wages, salaries. In 
re Wilishire Iron Company (1868, L.R., 3 Ch., 448) 
it was held that bond fide dispositions of property 
of a company in the ordinary course of its trade, made 
after the presenting of a petition for winding-up and 
completed before the winding-up order, will, as a 
matter of course, in the exercise of the discretion 
given to the Court by the Companies Act, 1862, 
sect. 153 (now sect. 205 (2) of the Act of 1908), 
be confirmed. Lord Cairns said, in referring to 
sect. 153 of the Act of 1862: ‘‘ This is a wholesome 
and necessary provision, to prevent, during the 
period which must elapse before a petition can be 
heard, the improper alienation and dissipation of 
the property of a company in extremis. But where 
a company actually trading, which it is the interest 
of everyone to preserve, and ultimately to sell, as a 
going concern, is made the object of a winding-up 
petition, which may fail or may succeed, if it were 
to be supposed that transactions in the ordinary 
course of its current trade, bond fide entered into 
and completed, would be avoided, and would not, 
in the discretion given to the Court, be maintained, 
the result would be that the presentation of a 
petition, groundless or well-founded, would, ipso facio, 
paralyse the trade of the company, and great 
injury, without any counterbalance of advantage, 
would be done to those interested in the assets 
- of the company.” This was followed in re Park, 
Ward & Co. (1926, Ch., 828), where it was held: 


the fact that a person to whom a debenture was 
granted after a petition to wind the company up 
had been launched, had knowledge of the launching 
of such petition, does not prevent the Court from 
validating that debenture, if it was given for money 
advanced by the debenture holder for the purpose 
of bond fide assisting the company to pay wages; 
and the costs of the applicant and of the liquidator 
in such an application to validate the debenture, 
notwithstanding sect. 205 (2) of the Act of 1908, 
may be paid out of the assets of the company. 
In this case Mr. Justice Romer said: ‘If, therefore, 
I were to hold that no one who knows of the 
presentation of a petition can safely enter into any 
arrangement with the company, I think I should 
be depriving the company of the benefit which, 
according to Lord Cairns (supra), the provision of 
the section was intended to secure to it.” 


A loan for the purposes of winding-up may be 
made to a company in liquidation, and a valid 
debenture taken to cover the amount of the loan. 
Though priority is thus secured over ordinary 
creditors, the position of secured creditors is not 
affected. In re Regent’s Canal Ironworks Company 
(1876, 3 Ch.D., 43), the directors of a company were 
empowered to issue 100 mortgage debentures at 
£95 per cent. Sixty of these debentures were duly 
taken up; the other 40 were subsequently mortgaged 
by the directors by way of collateral security for an 
advance of money. The company was afterwards 
wound up. It was held that the mortgage was 
not ultru vires, and that the mortgagees would 
receive dividends on the whole amount expressed 
to be secured by their debentures part passu with 
the holders of the other 60 debentures. 


In re Barned’s Banking Company (1871, L.R., 
6 Ch., 388), a second equitable mortgagee of, and 
a debenture holder in, a company which was being 
wound up voluntarily under supervision, filed a 
bill against the company to realise his securities 


and obtained an order under which the liquidator | 


of the company was appointed the receiver in the 
cause. The liquidator was ordered to carry on 
the business of the company, and a sale by him of 
a portion of the property was confirmed by the 
Court with costs. The plaintiff obtained an order 
for the payment or satisfaction of his claims out 
of the purchase money in the hands of the receiver. 


The liquidator, however, insisted that his costs of 


preserving and selling the property, and his general 
costs of the liquidation ought to be paid or provided 
for in priority to all other charges on the balance 
of the purchase money. It was held that the 
liquidator’s costs of realising the property were 
payable in priority to any claim of the plaintiff, 
or the debenture holders’ dividends. 
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The danger to the liquidator is that his costs may 
rank after payment of the amount due on the 
debenture, which was given merely to secure a 
loan for the purpose of meeting current expenses. 
Costs incurred by the liquidator before and after 
the granting of the security would only be payable 
out of the equity of redemption. — 

In regard to contracts after winding-up, by 
sect. 131 of the Companies Act, 1862 (now sect. 184 
of the Act of 1908), a company which is being 
wound up voluntarily shall, from the date of the 
commencement of such winding-up, cease to carry on 
its business except in so far as may be required for 
the beneficial winding-up thereof. In Hire Purchase 
Furnishing Company v. Richens (1888, 20Q.B.D., 387) 
the plaintiff company sued the defendants for breach 
of contract. The contract was of a kind which it 
was the business of the company to make, but it was 
entered into after the company had commenced 
proceedings for a voluntary winding-up. It was 
held that it lay on the defendants to show that 
the contract was not required for the beneficial 
winding-up of the company, and that in the absence 
of such evidence the plaintiffs were entitled to 
succeed. In Batemanv. Ball (1887, 56 L.J.Q.B., 291) 
an action was brought by a company in voluntary 
liquidation for goods sold and delivered in pursuance 
of a contract entsred into by the defendant with the 
liquidator. It was held that the fact that the contract 
was not required for the beneficial winding-up of the 
company within the meaning of sect. 1381 of the Act 
of 1862, did not constitute a defence to the action. 


Society of Incorporated Accountants and 
Anbditors. 


Special Meeting of Council. 

A special meeting of the Council was held on April 8th. 
There were present:—Mr. Thomas Keens, President, in the 
chair; Mr. Henry Morgan, Vice-President; Mr. William 
Bateson (Blackpool) ; Mr. D. E. Campbell (Wolverhampton) ; 
Mr. W. Claridge, M.A., J.P. (Bradford); Mr. Arthur Collins 
(London); Mr. E. Cassleton Elliott (London); Mr. Walter 
Holman (London); Mr. Richard Leyshon (Cardiff); Mr. 
C. Hewetson Nelson, J.P. (Liverpool); Mr. James Paterson 
(Greenock); Mr. W. Paynter (London); Mr. Arthur E. Piggott 
(Manchester); Mr. J. Stewart Seggie (Edinburgh); Mr. Alan 
Standing (Liverpool); Mr. Perey Toothill (Sheffield); Mr. F. 
Walmsley, J.P. (Manchester); Mr. E. W. C. Whittaker, J.P. 
(Southampton); Mr. W. McIntosh Whyte (London); Mr. 
A. E. Woodington (London); and Mr. A. A. Garrett, B.Sc., 
B.A., Secretary. 

APPOINTMENT OF PARLIAMENTARY SECRETARY. 

The Finance and General Purposes Committee reported 
that they had carried out a reference from the Council in 
regard to the appointment of a Parliamentary Secretary, and 
submitted the names of two candidates for final selection 
by the Council. After interviewing the candidates, the 
Council unanimously selected Mr. J. R. W. Alexander, M.A., 
LL.B. (Cantab.), Barrister-at-Law, for the position. 


Income Caz and Super Taz. 


The Chancellor of the Exchequer’s Proposals for 
Simplification. 


Tue proposals for simplification which were out- 
lined in the Chancellor of the Exchequer’s Budget 
speech will be introduced in the Finance Bill of 
this year, but will not take effect until the year 
1928-29. 


The basis of liability under these proposals will be 
a current year basis, as at present, for income taxed 
by deduction, and a preceding year basis for income 
not taxed by deduction. 


So far as income not taxed by deduction is 
concerned, the legislation in the Finance Act, 1926, 
has placed income assessable under Schedule D 
(from trades, professions, &c.) on a uniform basis of 
the preceding year, and it is now proposed to extend 
this basis to income from offices and employments 
assessable under Schedule E. As from 1928-29, 
therefore, all employees will be assessed on the basis 
of the preceding year, subject to special reliefs in 
cases of hardship during the period of transition and 
to certain adjustments where an employment ceases 
or is changed. In this way all income not taxed by 
deduction will, generally speaking, be assessable on 
the basis of the preceding year. 


Income tax will continue to be charged at a 
standard rate, subject to personal and family 
allowances, but in the case of an individual whose 
total income exceeds £2,000 a year, instead of the 
present super tax there will be a final instalment 
of income tax (which will be called surtax), based 
upon the same income. 


As the result of these changes, only one comprehen- 
sive return will in normal circumstances be required 
annually from each taxpayer, and not, as at present, 
one or more returns for income tax and another 
return for super tax. The comprehensive return to 
be made in future will include the taxpayer’s income 
from all sources for the preceding year. 


It may be useful to set down the various steps in 
the process of dealing with the liability of a 
taxpayer (X) as they will present themselves to him. 


Let it be supposed that the new system has been 
brought into operation, and that X is to be assessed 
for the year 9 (ending 5th April, 10). 

X receives, early in the year 9, a form asking him 
to set out his income for the year 8. The form 
comprises :— 

Sect. I.—A statement of income for the year 8 
not taxed by deduction ; 
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Sect. II.—A statement of income for the year 8 
taxed by deduction ; 


Sect. III.—A statement of any annual charges 
paid in the year 8 out of the income. 


(The form will contain also sections for claiming 
personal allowances, &c., as at present.) 


From the particulars given by X on this form, the 
liability to pay income tax at the standard rate of 
4s., less personal allowances, on January Ist, 10 
(first instalment), and on July Ist, 10 (second 
instalment), will be calculated, and the details 
notified to him. The tax so payable will be the 
amount due in respect of so much of his income as 
is not taxed by deduction at the source. If X is 
not liable to pay at a higher rate than 4s. in the £ 
(t.e., if his income does not exceed £2,000), those 
payments of tax complete his liability for the year 9. 


If X’s income exceeds £2,000 and he is accord- 
ingly liable to surtax, he will pay on January 1st, 
11, a supplementary instalment of tax (called 
surtax) for the year 9, which will be the clearing-up 
payment for that year. The income to be taxed 
will be calculated by adding together his income 
for the year 8 not taxed by deduction and his income 
for the year 9 taxed by deduction. On January Ist, 
11, he will pay surtax on that total income. 


The assessment of the ordinary income tax will be 
made by the local Commissioners of Income Tax as 
at present, and the assessment of the surtax will be 
carried out, as in the case of the present super tax, 
by the Special Commissioners of Income Tax in 
London. 


Next year the Chancellor proposes to introduce 
further provisions enabling a taxpayer who has 
several sources of income liable to direct assess- 
ment to income tax by different bodies of local 
Commissioners (whether under Schedule D or under 
Schedule E) to receive a single demand for payment 
and to make payment to a single office. 


Obituary. 


PERCY MASON. 


We regret to announce the death of Mr. Percy Mason, F.C.A., 
of Messrs. Perey Mason & Co., Accountants, 64, Gresham 
Street, London, which took place on the 12th ult. (his 80th 
birthday), at his residence, Kent House, Kensington Court, on 
the night of his return from Mentone, where he had spent five 
months. Mr. Mason commenced his career with Messrs. 
Honey, Humphreys & Co., and was admitted as a member 
of the Institute of Chartered Accountants in June, 1880, 
becoming a Fellow in June, 1882, and before that was a 
member of the old Society of Accountants from April, 1875. He 
was also an Arbitrator of the London Chamber of Arbitration 
and honorory auditor of a number of charitable institutions. 
He took an active part in the formation of the Music Trades’ 


COMPANIES BILL. 


Accounts and Audit. 
The following are the principal clauses in the Bill introduced 
in the House of Lords to amend the Companies Acts, 1908-1917, 
relating to companies’ accounts and the audit thereof :— 


Accounts. 

34.—(1) Every company shall cause to be kept proper books 

of account with respect to— 

(a) All sums of money received and expended by the 
company and the matters in respect of which the 
receipt and expenditure takes place ; 

(b) All sales and purchases of goods by the company ; 

(c) The assets and liabilities of the company. 


(2) The books of account shall be kept at the registered 
office of the company or at such other place as the directors 
think fit, and shall at all times be open to inspection by the 
directors. 

(3) The directors of every company shall at some date not 
later than eighteen months after the incorporation of the 
company and subsequently once at least in every year lay 
before the company in general meeting a profit and loss 
account for the period, in the case of the first account, since 
the incorporation of the company, and in any other case 
since the preceding account, made up toa date not earlier 
than the date of the meeting by more than nine months, or, 
in the case of a company carrying on business or having 
interests abroad, by more than twelve months: 

Provided that the Board of Trade, if for any special reason 
they think fit so to do, may, in the case of any company, 
extend the period of eighteen months aforesaid, and in the 
case of any company and with respect to any year extend 
the periods of nine and twelve months aforesaid. 

(4) The directors shall cause to be made out in every year, 
and to be laid before the company in general meeting, a 
balance-sheet made up to a date not earlier than the date 
of the meeting by more than such period as is allowed in 
the case of a profit and loss account under the last preceding 
sub-section, and there shall be attached to every such balance- 
sheet a report by the directors with respect to the state of 
the company’s affairs, the amount, if any, which they 
recommend should be paid by way of dividend, and the 
amount, if any, which they propose to carry to the reserve 
fund. 

(5) If any person, being the director of a company— 

(a) Fails to take all reasonable steps to secure compliance 
by the company with the requirements of sub-sect. (1) 
or sub-sect. (2) of this section, or has by his own 
wilful act been the cause of any default by the 
company under either of the said sub-sections; or 

(b) Fails to comply with the provisions of sub-sect. (3) 
or sub-sect. (4) of this section ; 


He shall, in respect of each offence, be liable on summary 
conviction to imprisonment for a term not exceeding six 
months or to a fine not exceeding £200: ‘ 

Provided that a person shall not be sentenced to imprison- 
ment for an offence under this section unless in the opinion 
of the Court dealing with the case, the offence was committed 
wilfully. 

(6) Sect. 113 of the principal Act (which relates to the 
powers and duties of auditors) shall be amended as follows :— 


(a) In sub-sect. (2) for the word ‘‘shareholders’’ there 


Benevolent Society. 


shall be substituted the word ‘‘ members’’; 


ae 
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(6) For the word ‘‘ shareholder” wherever it occurs in 
sub-sect. (3) there shall be substituted the word 
** member ’’; 


(c) At the end of sub-sect. (3) there shall be added the 
words ‘“‘and if the company makes default in 
furnishing such a copy to any member who demands 
it and tenders to the company the amount of the 
proper charge therefor, the company and every 
director, manager, secretary or other officer of the 
company who knowingly and wilfully authorises or 
permits the default shall be liable to a fine of £5 
for every day during which the default continues”’ ; 


(d) Sub-sect. (3) shall, so far as it relates to companies 
other than private companies, have effect as if the 
following were substituted for the second paragraph 
thereof :— 

‘*A copy of every balance-sheet (including every 
document required by law to be annexed thereto) 
which is to be laid before the company in general 
meeting, together with a copy of the auditors’ 
report, shall, not less than seven days before the 
date of the meeting, be sent to all persons entitled 
to receive notices of general meetings of the 
company, and if the company makes default in 
complying with the foregoing requirement, the 
company and every director, manager, secretary or 
other officer of the company who knowingly and 
wilfully authorises or permits the default, shall be 
liable to a fine of £20.” 


Form or Batance-SHeEet. 

35.—(1) Every balance-sheet of a company shall contain 
a summary of the share capital of the company, its liabilities 
and its assets, together with such particulars as are necessary 
to disclose the general nature of the liabilities and the assets 
of the company, and to explain how the values of the fixed 
assets have been arrived at. 

(2) There shall be stated under separate headings in the 
balance-sheet— 

(a) The preliminary expenses of the company so far as 
not written off; and 

(b) If it is shown as a separate item in or is otherwise 
ascertainable from the books or papers of the 
company, the present value of the goodwill as so 
shown or ascertained. 


(3) Where any liability of the company is secured on any 
assets of the company, the balance-sheet shall include a 
statement that that liability is so secured, but it shall not 
be necessary to specify in the balance-sheet the assets on 
which the liability is secured. 

(4) Where the assets of a company include shares in a 
subsidiary company or loans made to a subsidiary company, 
or where the liabilities of a company include any loans from 
a subsidiary company, the aggregate amounts of those assets 
(distinguishing shares and loans) and of those loans respectively 
shall be set out in the balance-sheet of the first mentioned 
company separately from all its other assets and liabilities. 


(5) Where a company (in this sub-section referred to as 
‘*the holding company’’) holds shares in a subsidiary 
company or in two or more subsidiary companies, there shall 
be annexed to and filed with the balance-sheet of the holding 
company a statement, signed by the persons by whom in 
pursuance of sect. 113 of the principal Act the balance-sheet 
is signed, stating how the profits and losses of the subsidiary 
company, or, where there are two or more subsidiary companies, 
the aggregate profits and losses of those companies, have been 


dealt with in, or for the purposes of, the accounts of the 
holding company, and in particular how, and to what extent— 
(i) Provision has been made for the losses of any subsidiary 
company either in the accounts of that company or 
of the holding company, or of both ; and 
(ii) Losses of any subsidiary company have been taken 
into account by the directors of the holding 
company in arriving at the profits and losses of 
that company as disclosed in its accounts. 

For the purposes of this sub-section the profits of a subsidiary 
company mean the profits made during the period to which 
the accounts of the holding company relate or shown in any 
accounts of the subsidiary company made out in that period, 
and the losses of a subsidiary company mean losses incurred 
during that period or shown in any such accounts. 

If for any reason the directors of the holding company are 
unable to obtain such information as is necessary for the 
preparation of the statement aforesaid, they shall so certify 
in writing and their certificate shall be annexed to and filed 
with the balance-sheet in lieu of the statement. 

(6) Where the assets of a company consist in whole or in 
part of shares in another company (whether held directly 
or through a nominee and whether that other company is 
a company within the meaning of the principal Act or not) 
and— 

(i) The amount of the shares so held is more than 
50 per cent. of the issued share capital of that other 
company or is such as to entitle the company to 
more than 50 per cent. of the voting power in that 
other company ; or 
(ii) The company has power directly or indirectly to 
appoint or nominate the majority of the directors 
or persons occupying the position of director, by 
whatever name called in that other company, 
that other company shall be deemed to be a subsidiary 
company within the meaning of this section. 


LIABILITY WHERE Proper Accounts Not Kept. 

68.—(1) If in the case of any company which has gone 
into liquidation it is shown that proper books of account 
were not kept by the company throughout the period of two 
years immediately preceding the commencement of the 
winding-up, every director or other officer of the company 
who was knowingly a party to or connived at the default of 
the company shall, unless he shows that he acted honestly 
or that in the circumstances in which the business of the 
company was carried on the default was excusable, be liable 
on conviction on indictment to imprisonment for a term not 
exceeding one year, or on summary conviction to imprisonment 
for a term not exceeding six months. 

(2) For the purposes of this section, proper books of account 
shall be deemed not to have been kept in the case of any 
company if there have not been kept such books or accounts 
as are necessary to exhibit and explain the transactions and 
financial position of the trade or business of the company, 
including books containing entries from day to day in 
sufficient detail of all cash received and cash paid, and, 
where the trade or business has involved dealings in goods, 
statements of the annual stocktakings and (except in the 
ease of goods sold by way of retail trade to the actual 
consumer) of all goods sold and purchased, showing the goods 
and the buyers and sellers thereof in sufficient detail to enable 
those goods and those buyers and sellers to be identified. 


Liasiuity or Dreecrors. 
72.—(1) Subject as hereinafter provided, any provision, 
whether contained in the Articles of a company or in any 
contract with a company or otherwise, for exempting 
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any director, manager or other officer of the company from, 
or indemnifying him against, any liability which by virtue of 
any rule of law would otherwise attach to him in respect 
of any negligence, default, breach of duty or breach of trust of 
which he may be guilty in relation to the company shall 
be void: 

Provided that, in relation to any such provision which is in 
force at the date of the commencement of this Act, this 
subsection shall have effect only on the expiration of a period 
of six months from that date. 


(2) Sect. 279 of the principal Act shall apply to the managers 
and officers of a company as it applies to the directors of a 
company, and the Court in determining in pursuance of that 
section whether any person ougbt fairly to-be excused for any 
negligence or breach of trust shall take into consideration all 
the circumstances connected with his appointment, including 
the purpose thereof and shall have effect as though for the 
words ‘‘ negligence or breach of trust '’ there were substituted 
the words ‘‘ negligence, default, breach of duty or breach 
of trust.” 


Accounts TO ConTAIN ParricuLaKs As ro Loans to Directors. 

73.—(1) The accounts which in pursuance of this Act are 
annually to be laid before every company in general meeting 
shall contain particulars showing— 

(a) The aggregate amount of any loans which during the 
period to which the accounts relate have been made 
either by the company or by any other person under 
a guarantee from or on a security provided by the 
company to the directors of the company, and to 
any other officers of the company respectively, 
including any such loans which were repaid during 
the said period; and 

(b) The aggregate amount of any loans made to directors 
and to such other officers respectively at any time 
before the period aforesaid and outstanding at the 
expiration thereof: 

Provided that the foregoing provision shall not apply— 


(i) In the case of a company the ordinary business of 
which includes the lending of money, to a loan 
inade by the company in the ordinary course of its 
business ; or , 

(ii) To a loan made by the company to any employee of 
the company if the loan does not exceed £2,000 
and is certified- by the directors of the company 
to have been made in accordance with any practice 
adopted or about to be adopted by the company 
with respect to loans to its employees. 


(2) If in the case of any such accounts as aforesaid the 
requirements of this section are not complied with, it shall be 
the duty of the auditors of the company by whom the accounts 
are examined to include therein (so far as they are reasonably 
able to do so) a statement giving the required particulars. 


é STATEMENT a8 TO REMUNERATION oF DrREcTORS. 

74.—(1) The directors of a company shall, on a demand in 
that behalf made to them in writing by members of the 
company entitled to not less than one-quarter of the aggregate 
number of votes to which all the members of the company are 
together entitled, furnish to all the members of the company 
within a period of one month from the date of the demand a 
statement, certified as correct by the auditors of the company, 
showing as respects each of the last three preceding years in 
respect of which the accounts of the company have been made 


up the aggregate amount received in that year by way of 


remuneration or other emoluments by persons being directors 


of the company, whether as such directors or otherwise in 
connection with the management of the affairs of the company, 
including in the case of a person being by virtue of the 
nomination, whether direct or indirect, of the company a 
director of any other company any remuneration or other 
emoluments received by him for his own use as a director 
of that other company. 

(2) In computing for the purpose of this section the amount 
of any remuneration or emoluments received by any director 
the amount actually received by him shall, if the company has 
paid on his behalf any sum chargeable by way of income 
tax (including super tax) in respect of the remuneration or 
emoluments, be increased by the amount of the sum so paid. 

(3) If any person fails to comply with the requirements of 
this section he shall be liable to a fine of £50. 


Companres Disqguauiriep From AcTING as Liguipator, 
Aupiror, &c. 

77.—(1) No person other than an individual shall be 
qualified to act as liquidator (whether in a winding-up by the 
Court or in a voluntary liquidation), auditor or receiver of 
the property of a company, and any appointment made in 
contravention of this provision shall be void. 

(2) Any person who in contravention of the provisions of 
this section acts as such liquidator, auditor or receiver as 
aforesaid, shall be liable to a fine not exceeding £100. 


Provisions as To AUDITORS. 

78.—(1) No person being the partner or in the employment 
of any officer of a company shall, unless the company is a 
private company, be qualified for appointment as auditor of 
the company. 

(2) The following shall be substituted for sub-sect. (5) of 
sect. 112 of the principal Act :— 

(5) Subject as hereinafter provided, the first auditors 
of the company may be appointed by the directors at any 
time before the first annual meeting, and auditors so 
appointed shall hold office until that meeting: 

‘* Provided that— 

‘*(a) The company in general meeting may remove any 

such auditors and appoint others in their place; and 

‘«(b) If the directors fail to exercise their powers under 

this sub-section, the company in general meeting 
may appoint the first auditors, and thereupon the 
said powers of the directors shall cease.’’ 

(3) So much of this Act as makes void any provisions 
contained in the Articles of a company or in any contract or 
otherwise for exempting a director of a company from 
or indemnifying him against any liability in respect of 
negligence, default, breach of duty or bieach of trust in 
relation to the company, and the provisions of sect. 279 of the 
principal Act (which empowers the Court to grant relief to 
directors in certain cases), shall apply to, and in the case of, 
persons employed by a company as auditors, whether those 
persons are or are not officers of the company, as they apply 
to, and in the case of, directors. 


Receivers, Managers and Liquidators. 

AMENDMENT oF Sect. 95 or Princrpau Acr. 
39.—For sect. 95 of the principal Act (which relates to the 
filing of accounts of receivers and managers) there shall be 

substituted the following section :— 

“(1) Every receiver or manager of the property of a 
company who has been appointed under the powers 
contained in any instrument shall, within one month 
after the expiration of the period of six months from the 
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date of his appointment and of every subsequent period 
of six months and within one month after he ceases to 
act as receiver or manager, file with the Registrar 
of Companies an abstract in the prescribed form showing 
his receipts and his payments during that period of six 
months, or, where he ceases to act as aforesaid, during 
the period from the end of the period to which the last 
preceding abstract related up to the date of his so ceasing, 
and the aggregate amount of his receipts and of his 
payments during all preceding periods since his appoint- 
ment, and shall also, on ceasing to act as receiver or 
manager, file with the Registrar notice to that effect, and 
the Registrar shall enter the notice in the register of 
mortgages and charges. 

(2) Every receiver or manager who makes default in 
complying with the provisions of this section shall be 
liable to a fine not exceeding £5 for every day during 
which the default continues.” 


Provisions As TO RECEIVERS AND MANAGERS. 

40.—(1) If on an application made to the Court by the 
liquidator of a company it appears to the Court that any 
receiver or manager of the property of the company who has 
been appointed under the powers contained in any instrument 
has, after being required at any time by the liquidator so to 
do, failed to render proper accounts of his receipts and 
payments and to pay over the balance, if any, of the receipts 
to the liquidator, the Court may make an order directing the 
receiver or manager to make good the default within such 
time as may be specified in the order. 

(2) The Court may, on an application made to the Court by 
the liquidator of a company, by order fix the amount to be 
paid by way of remuneration to any person who, under the 
powers contained in any instrument, has been appointed as 
receiver or manager of the property of the company, and may 
from time to time, on an application made either by the 
liquidator or by the receiver or manager, very or amend any 
order so made. 


AMENDMENT As TO VoLUNTAkY Winpine-Up 1n Certain Cases. 

61.—(1) The following provisions of this section shall have 
effect in relation to every voluntary winding-up, unless at a 
meeting of the directors of the company held before the date 
on which the notices of the meeting at which the resolution 
for the winding-up of the company is te be proposed are sent 
out, the directors, or, in the case of a company having more 
than two directors, at least two of the directors of the company, 
have made a statutory declaration to the effect that they have 
made a full inquiry into the affairs of the company, and that 
having so done they have formed the opinion that the company 
will be able to pay its debts in full within a period not 
exceeding six months from the commencement of the 
liquidation, and unless before the said date the declaration so 
made has been filed with the registrar of companies. 

(2) The company shall cause a meeting of the creditors of 
the company to be summoned for the day, or the day next 
following the day, on which there is to be held the meeting at 
which the resolution for winding-up the company is to be 
proposed, and shall cause the notices of the said meeting 
of creditors to be sent by post to the creditors simultaneously 
with the sending of the notices of the said meeting of the 
company. 

The company shall cause notice of the meeting of the 
creditors to be advertised once in the Gazette and once at least 
in two local newspapers circulating in the district where the 
registered office or principal place of business of the company 
is situate. 


(3) The directors of the company shall-- 


(a) Cause a full statement of the position of the company’s 
affairs together with a list of the creditors of the 
company and the estimated amount of their claims 
to be laid before the meeting of creditors to be held 
as aforesaid; and 

(b) Appoint one of their number to preside at the said 
meeting. 


(4) It shall be the duty of the director appointed to preside 
at the meeting of creditors to attend the meeting and preside 
thereat. 


(5) The creditors and the company at their respective 
meetings to be held as aforesaid may nominate a person to 
be liquidator for the purpose of winding-up the affairs and 
distributing the assets of the company, and if the creditors 
and the company nominate different persons, the person 
nominated by the creditors shall be liquidator, and if no 
person is nominated by the creditors the person, if any 
nominated by the company shall be liquidator: 

Provided that in the case of different persons being 
nominated any director, member of creditor of the company 
may, within seven days after the date on which the 
nomination was made by the creditors, apply to the Court 
for an order either directing that the person nominated as 
liquidator by the company shall be liquidator instead of or 
jointly with the person nominated by the creditors, or 
appointing some other person to be liquidator instead of the 
person appointed by the creditors. 


(6) The creditors at the meeting to be held as aforesaid 
or at any subsequent meeting, may, if they think fit, appoint 
a committee of inspection, and if such a committee is 
appointed the company may, either at the meeting at which 
the resolution for winding-up the company is passed or at 
any time subsequently in general meeting, appoint such 
number of persons as they fit to act as members of the 
committee : 

Provided that the creditors may, if they think fit, resolve 
that all or any of the persons so appointed by ihe company 
ought not to be members of the committee of inspection, 
and, if the creditors so resolve, the persons mentioned in the 
resolution shall not, unless the Court otherwise directs, be 
qualified to act as members of the committee, and on any 
application to the Court under this provision the Court may, 
if it thinks fit, appoint other persons to act as such members 
in place of the persons mentioned in the resolution. 

Subject to the provisions of this sub-section and to general 
rules, the provisions of sect. 160 of the principal Act (except 
sub-sects (1) and (9) ) shall apply with respect to a committee 
of inspection appointed under this section as they apply 
with respect to a committee of inspection appointed under 
that Act. 


(7) If the meeting of the company at which the resolution 
for winding-up the company is to be proposed is adjourned 
and the resolution is passed at an adjourned meeting, any 
resolution passed at the meeting of the creditors held in 
pursuance of sub-sect. (2) of this section shall have effect 
as if it had been passed immediately after the passing of 
the resolution for winding up the company. 


(8) In the case of every voluntary winding-up to which 
the provisions of this section apply, the provisions of the 
principal Act relating to voluntary winding-up shall have 
effect subject to the foregoing provisions of this section and 
to the following modifications :— 

(a) Para. (ii) of sect. 186 of the principal Act so far 
as it gives power to appoint liquidators shall not 
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apply, and the power under the said paragraph of 

fixing the remuneration of liquidators, and the 

power under para. (iii) of that section of sanctioning 
the continuance of the powers of the directors of 
the company, shall be exercisable by the committee 
of inspection or, if there is no such committee, 
by the creditors instead of by the company in 
general meeting ; : 

(b) A vacancy occurring in the office of liquidator shall 
be filled by the creditors instead of in manner 
provided by sect. 189 of the principal Act; 

(c) The powers of the liquidator under sect. 192 and 
sect. 214 of the principal Act (which relate 
respectively to the power of the liquidator of a 
company to accept shares as consideration for the 
sale of the property of the company and to general 
schemes of liquidation) shall not be exercised except 
with the sanction either of the Court or of the 
committee of inspection ; 

(d) Sub-sect. (2) of sect 194 and sect. 195 of the principal 
Act shall have effect as though the references 
therein to general meetings of the company included 
references to meetings of the creditors ; 

(e) Para. (b) of sub-sect. (1) of sect. 222 of the principal 
Act shall have effect as though for the words ‘‘as 
the company by extraordinary resolution directs” 
there were substituted the words ‘‘ as the committee 
of inspection or, if there is no such committee, as 
the creditors of the company may direct.’ 

(9) If default is made— 

(a) By the company in complying with the requirements 
of sub-sect. (2) of this section ; 

(b) By the directors of the company in complying with 
the requirements of sub-sect. (3) of this section ; 

(ce) By any director of the company in complying with 
the requirements of sub-sect. (4) of this section ; 

The company, directors or director, as the case may be, shall 
be liable to a fine not exceeding £100, and, in the case of 
default by the company, every director, manager, secretary 
or other officer of the company who knowingly and wilfully 
authorises or permits the default shall be liable to the like 
penalty. 

(10) Sect. 188 of the principal Act (which relates to the 
rights of the creditors of a company in a voluntary winding-up) 
and ‘sect. 190 of the principal Act (which provides for the 
delegation of a company’s authority to appoint liquidators) 
shall cease to have effect. 

(11) Sect. 237 of the principal Act. (which gives power to 
make general rules with respect to the winding-up of 
companies in England) shall extend so as to authorise the 
making of rules for carrying into effect the objects of this 
section. 


INCORPORATED ACCOUNTANTS’ GOLFING 
SOCIETY. 


The following members of the Society participated in a 
competition at Woodcote Park Course, Epsom, by kind 
permission of the Committee of the Royal Automobile Club :— 
Mr. G. 8. Pitt, Mr. Thomas Keens, Mr. W. A. Rayner, 
Mr. W. McIntosh Whyte, Mr. H. I. Godfrey, Mr. B. L. 
Clarke Lens, Mr. A. Whale, Mr. A. T. Keens, Mr. P. F. Keens, 
Mr. W. A. J. Bussey, Mr. F. Martin Jenkins, Mr. H. de Rusett, 
Mr. W. Plummer. 

The prize was presented by Mr. G. S. Pitt, and was won 


by Mr. Thomas Keens. His son, Mr. Philip F. Keens, of 


Luton, was the runner-up. 


BALANCE SHEETS UNDER THE INDIAN 
COMPANIES ACT, 1913. 


Important Judgment by the High Court, Bombay. 
(From a Bombay Correspondent.) 


Judgment recorded by the High Court in Application for 
Revision No. 27 of 1927, in the case of Parashram Dattaram 
Shamdashani (Complainant) v. S. N. Pochkhanawalla No. 1 
and five others) (Opponents). 


Corum: Fawcett & Patkar (JJ). 

Per Fawcett (J.): This is an application by Mr. P. D. 
Shamdashani for revision of an order passed by the Chief 
Presidency Magistrate, dismissing a complaint that he had 
filed against the directors, the secretary, the chief accountant 
and the accountant of the Centrat Bank of India, Limited. 
This complaint charges them with having in 1925 and 1926 
wilfully made, or caused to be made, false statements in the 
balance-sheets and profit and loss accounts of the bank, and 
so having committed offences under sect. 282 of the Indian 
Companies Act of 1913. The learned Magistrate, before 
issuing process, had a notice of the complaint given to the 
respondents, and after taking some evidence and hearing the 
arguments of the parties, has come to the conclusion that 
the applicant failed to make out a prima facie case. 
Accordingly he discharged the notice and dismissed the 
complaint. The alleged false statements were :— 

(1) In the balance-sheet as at June 30th, 1925, under 
the heading ‘‘ Particulars required by Act VII of 1913,” 
item A ‘* Debts considered doubtful or bad” are shown 
as nil. 

(2) In the balance-sheet as at December 31st, 1925, 
under the heading ‘‘ Particulars required by Act VII of 
1913,’’ item (5) only shows ‘‘ Debts considered doubtful ” 
as Rs.5,00,000 and, by implication, ‘‘ Debts considered 
bad” as nil. 

There were further allegations as to certain figures in the 
profit and loss account, but it is unnecessary to go into that 
part of the charge. The only question that has been raised 
before us is whether the statements in question as to bad 
debts are false and contrary to the provisions of the Indian 
Companies Act, 1913, as to balance-sheets. It was eventually 
admitted by the bank in the proceedings before the Magistrate 
that there were certain bad debts that might have been shown 
in the balance-sheets, but it is denied that the statements’ 
in question are false and in contravention of the provisions 
of the Indian Companies Act. The grounds on which 
this contention is set up and was accepted by the lower Court 
are shown in the following extract from the Magistrate’s 
Judgment :— 

‘The evidence of Mr. Stiven shows that in accordance 
with the usual practice he and Mr. Cocke went through each 
loan or advance made by the bank and considered the 
securities for the same and the value thereof, and also any 
collateral security handed over to the bank by the debtors. 
Whenever necessary explanations were called for from the 
bank and duly ‘considered. According to his evidence the 
auditors take into consideration in respect of loans or 
advances whether any allowance should be made or not after 
paying due regard to the securities, their values and personal 
standing, and if in their opinion the allowance suggested is 
insufficient, then the auditors require the management to 
make proper allowances, and in cases where such allowance is 
made they do not show in the balance-sheet the extent of the 
debt being bad or doubtful, and in the case of bank accounts, in 
drawing up of balance-sheets of banks. Mr. Stiven gives an 
illustration; he said: ‘Supposing the debt amounts to 5 lacs 
in a particular case and the auditors value the securities at 
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a lac of rupees, then they require the bank to provide for 
4 lacs in some other account on both sides. In other words 
the 4 lacs do not appear on either side of the account. If 
the 4 lacs are provided out of the reserve, it does not appear 
in the balance-sheet or anywhere, i.e., to the extent to which 
the auditor finds the debts to be bad or doubtful, they reduce 
the assets and liabilities to that extent on both sides.’ 
According to the evidence of Stiven, which I have no reason 
to distrust and which I accept, all the accounts challenged in 
this case were duly considered, and where necessary further 
allowance was called for and made out of the secret reserve 
fund, which is now shown in the balance-sheet but which 
undoubtedly existed and was available to fully provide for the 
so-called bad or doubtful debts.” 

The respondents’ case is that in the amount of 5 crores 
81 lacs odd under item No. (1) under the heading ‘‘ Particulars 
required by Act VII of 1913,’’ and of 3 crores 61 lacs odd 
under item (2) and (c), the so-called bad or doubtful debts are 
not included as contended for by the applicant. The extent 
to which the debts were doubtful or bad is not shown in these 
figures. The respondents say that the total debts under these 
headings shown at 9 crores, 43 lacs, 94 thousand odd are good 
assets. What the bank has done is they have in effect wiped 
off the bad debts of 20 lacs referred to by the applicant. The 
bank has provided for these bad debts or made allowances 
in respect thereof out of the secret reserve fund which 
undoubtedly the bank had at material periods, and neither 
shown the bad debts on the assets side nor the secret reserve 
on the liability side. They have disclosed only good assets 
and the figure of total debts 9 crores, 43 lacs odd constitutes 
good assets, and does not include the so-called 20 lacs bad or 
doubtful debts, and if these 20 lacs had been disclosed then 
the figure of 9 crores, 43 lacs odd would have become 9 crores, 
63 lacs, and in that case they would have had to show on the 
liabilities side the 20 lacs of secret reserve which the bank 
had built up out of the appreciated value of some of the assets. 
If the bank had followed this method of accounting, the 
assets no doubt would be inflated to the extent of 20 lacs, but 
wrongly so that the statement that there were no bad or 
doubtful debts as it stands, in view of the manner in which 
the total debts have been treated is ‘‘ undoubtedly correct.” 

The contentions of the respondents are, in my opinion, fully 
established by the evidence before me and in particular by 
the evidence of Mr. Stiven. As against that there is no 
evidence on behalf of the prosecution except vague generalities 
and mere speculation. On the evidence before me I am 
satisfied that although the total of the loans and advances, &c., 
was larger, what the balance-sheets show is the total of the 
net good debts fully secured, and that to the extent that the 
debts were bad or doubtful, or to the extent that the security 
in respect of some of these debts was considered insufficient 
by the auditors at the time of the auditing of the accounts, 
due and adequate allowances were made by debiting the 
amount of the estimated deficiency to the secret reserve. 

Sir Thomas Strangman, for the respondents, has very lucidly 
argued in support of that view. His arguments can be, we 
think, fairly summarised as follows :— 

The general object of a balance sheet is to show the 
financial position of a company as at a particular date so as 
to convey a truthful statement of that position which will not 
mislead any shareholder or customer. But in doing this it is 
open to a company to undervalue its assets, and a prudent 
company often estimates its assets at less than their probable 
real value. Thus it has been laid down by Buckley (J.), in 
Newton v. Birmingham Small Arms Company, Limited ( (1906) 


2 Ch., p. 378 at page 387) :— 
‘*The purpose of the balance-sheet is primarily to 


least as good as there stated, not to show that it is not or 

may not be better.’’ 

This dictum has been followed in a Scottish case 
(1911), 8.C. 677, which is cited in New’s ‘Digest of 
English Case Law,’ 1911 to 1913, at page 250. The assets 
side of a balance-sheet is intended to show the real 
assets of the company, and if a company considers that 
a particular debt due to it is a bad debt, there is 
consequently nothing improper or contrary to the object 
of a balance-sheet in adopting this method of “ cutting 
down” bad debts so as to them from the balance- 
sheets. The net result is that the financial position of 
the company is correctly shown, although the balance-sheet 
does not disclose the existence of bad debts that can be met 
from the secret reserve. The form of balance-sheet given in 
Schedule III of the Indian Companies Act, 1913, says nothing 
more than that. If the bank chooses to show any of the bad 
debts as part of its assets, then they must be distinguished as 
bad. It does not lay down that the bank must show every 
book debt, even if it considers it to be a bad debt, and so not a 
reliable asset. The real question, he submits, is whether the 
provisions of sect. 132 of the Act, as to the contents of a 
balance-sheet, have been substantially complied with, and if 
they have then there is nothing either illegal or improper in 
what the Central Bank did. 

The Government Pleader for the Crown said he was 
instructed to support the view taken by the Magistrate, and 
adopted the arguments of Sir Thomas. 

In considering this contention, we think the first thing to 
notice is the difference between the English and the Indian 
law, in regard to a form of balance-sheet being prescribed. 
Sub-sect. (2) of sect. 132 says that ‘‘the balance-sheet shall 
be in the Form F in the Third Schedule or as near thereto as 
circumstances admit.”” The English law as to the contents 
of a balance-sheet is contained in sub-sect. (3) of sect. 26 
of the Companies (Consolidation) Act, 1908. This enacts 
provisions corresponding to sub-sect. 1 of sect. 132, but there 
is no form prescribed. The Form E in the Third Schedule of 
the Act merely gives the heading ‘‘ statement”’ in the form of 
a balance-sheet made up to the——-day of ——19—, containing 
the particulars of the capital, liabilities and assets of the 
company.” The form of the Indian Act has on the “ Property 
and Assets” side an item ‘Book Debts,” and below that 
comes this note :— 

‘* Distinguishing in the case of a bank between those 
considered good and in respect of which the bank is full 
secured, and those considered good for which the ban 
holds no security other than the debtor's personal 
security, and distinguishing in all cases between debts 
considered good and debts considered doubtful or bad. 
Debts due by directors or other officers of the company or 
any of them either severally or jointly with any other 
persons to be separately stated in all cases.” 

It is of some interest to note the history of the Indian Form 
and this particular note. The English Companies Act, 1862 
(25 and 26 Vic. c. 89), contained a form of balance-sheet, and 
item (iv) of this on the side of ‘‘ Property and Assets” was 
as follows :— ; 

IV. Debts owing to the company. Showing :— 

Debts considered good for which the company holds 
bills or other securities. 

Debts considered good for which the company holds no 
security. 

Debts considered doubtful or bad. 

Any debt due from a director or other officer of the 
company to be separately stated. 

This was copied in the Indian Companies Act, 1866 
(Act X of 1866). Sect. 49 of this Act prescribed a balance- 


show that the financial position of the company at 


sheet containing ‘‘a summary of the property and liabilities 
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of the company arranged under the heads appearing in the 
form annexed to Table A in the First Schedule thereto, or 
as near as circumstances admit.” And in this form the item 
‘* Debts owing to the company” appeared exactly as in the 
English orm. These provisions were continued in the Indian 
Companies Act of 1882 (Act VI of 1882). In the Act of 
1913, the form has been modified so that the expression 
‘*book debts” is substituted for ‘‘ debts owing to the company,” 
and the provision for the distinction between fully secured 
and unsecured good debts has been confined to the case of a 
bank. The English Act of 1908 on the other hand has not 
retained the form of 1862. Possibly this is due to its being 
considered too detailed. Thus Buckley (J.) in Newton v. 
Birmingham Small Arms Company, Limited, at page 389, 
says :—‘* Undue publicity as regards the details of their trade, 
or as to their financial arrangements, may often be very 
injurious to traders, having regard to the rivalry of com- 
petitors in trade, to complications sometimes arising from 
strained relations between capital and labour and the like.” 
But the Indian legislature has thought fit to retain the form 
with the publicity that its contents require. 

In view of this direct provision in the Indian Companies 
Act, there clearly must be caution in applying general 
principles or dicta, which have been stated in England and 
which may at first sight seem applicable. It is not, we think, 
necessary in this case to consider whether it is legitimate for 
a company to have a secret reserve fund formed by deliberate 
under-valuation of some of its assets. On this point, we 
agree with the Magistrate’s remark that he was not concerned 
with the contention that the bank had no authority to 
maintain a secret reserve, which was not disclosed in the 
balance-sheet. But it may be noted that although the 
decision in Newton's case has the high authority, Buckley (J.) 
(now Lord Wrenbury), the views he expressed in that case 
have been questioned by eminent commentators on company 
law. Thus Stiebel in his ‘‘ Company Law and Precedents ” 
(1912) says at pages 409 and 410:— 

‘* A company cannot have a secret reserve fund, and keep 
the particulars of such fund from its auditors. But previously 

-to the Act of 1907, it was held, that if a company had such a 
fund, and its auditors were satisfied with what was being done 
with it, it would be enough for the balance-sheet to indicate 
that there were other undisclosed assets, but that if they were 
unsatisfied with the state of such fund, e.g., if it was invested 
in partly paid shares, which might expose the company to 
serious liability, they must disclose the fact to the shareholders. 
If this decision was ever law, it is not thought that it can be 
so regarded (in the case of companies other than private 
companies) now, for the statement in the form of a balance- 
sheet which such companies have to make under sect. (26) (3) 
of the Companies (Consolidation) Act, 1908, must contain a 
summary of the company’s share capital and of its liabilities 
and assets, giving such particulars as will disclose the general 
nature of those liabilities and assets and how the value of the 
fixed assets have been arrived at.” Similarly Palmer in his 
‘Company Precedents,’ 12th Edition, Part I, at page 736, 
says :— 

‘‘As to providing for a secret reserve, see dicta in 

Newton v. The Birmingham Small Arms Company, Limited 

( (1906) 2 Ch., 375). These dicta are not reconcilable 
with the audit provisions of the Act of 1908.’’ 

But for the purposes of the present case, we will assume that 

there is nothing illegal or objectionable in the maintenance of 

a secret reserve by a bank. Still the question remains 

whether the direction in Form F as to distinguishing between 


_**good” and ‘‘doubtful’’ or ‘‘bad’’ book debts does not 


prohibit the ‘‘ cutting down”’ of debts so as to eliminate or 
reduce uny reference to doubtful or bad debts in the balance- 


sheet. Primarily, the expression ‘‘ book debts’? means debts 
owing to the company, and so shown in the books of the 
company. The primary meaning of the expression, even 
apart from the subsequent note would, in our opinion, be that 
all debts due to the company shown in the books should be 
included in the total entry against this item. In saying this, 
we do not of course mean to imply that, if a company’s books 
show a debt, which the auditors ascertain to be not a real 
debt, but a fraudulent entry, that such a debt should be 
included in this item. We frequently have cases in the 
Courts, where the evidence reveals untrue entries of debts in 
account books, and the auditors of course have power to 
inquire that such fictitious debts should not be included, if 
they have the requisite information on the subject. But 
apart from any exception of that kind, it seems to us that the 
intention of the legislature clearly is that all debts which are 
entered in the current books of the company should be 
included under this head. The alteration of the form by the 
substitution of ‘‘book debts’ for ‘‘debts owing to the 
company” emphasises this requirement. A debt is none the 
less a debt, though there may be little prospect of its recovery, 
and though the creditor may have means of covering the 
deficit if it is not paid, it is always open to a company to 
write off debts that in its opinion are entirely irrecoverable 
(e.g., if they have become time-barred) and on that being done 
such debts would cease to be ‘book debts.’’ If there could 
be any possible doubt on this point, it is clearly swept away 
by the terms of the note about distinguishing good, doubtful 
and bad debts. We can see no reasonable construction of this 
provision than a meaning that all genuine book debts must be 
covered by the entry against this item, whether they are 
considered good, doubtful or bad debts. If you have a 
heading X, which is wide enough to cover (a), (b) and (c), and 
you are told to distinguish in the entry under X between («), 
(b) and (c), there is no reasonable or logical escape from the 
conclusion that you have to include (b) and (c) in the X entry. 
The meaning is just as explicit as it was under the provision 
in the form contained in the Acts of 1866 and 1882 that the 
entry as to debts owing to the company should show debts 
considered bad and doubtful as well as debts ‘‘ considered 
good.” There is not the slightest ground for supposing that 
the legislature intended any alteration in that particular 
respect. 

No doubt in the case of a bad debt it may be said that it is 
of no value as an asset. But the opinion of the company that 
it is a bad debt may eventually turn out to be wrong, and the 
contention that a company need not show any debt that it 
considers bad because it is a doubtful asset is opposed to the 
direct enactment in the note. Furthermore, though some 
book debts may be considered doubtful or bad, they can still 
be of some service to the company. They can be mortgaged 
or charged (cf. sect. 109 (d) of the Act of 1913), and it is not 
uncommon for a company to create a ‘‘ floating charge”’ on 
its book debts (cf. sect. 233 of the Act of 1913, and Illiagworth 
v. Houldsworth (1904) App. Cases 355). 

The note requires that all debts due by directors or other 
officers of the company shall be separately stated under this 
item. Is it to be said that because some of those debts might 
be considered bad, they can be excluded? Obviously they 
cannot, in view of the express direction in this note, so this 
also goes against the contention that bad debts can be omitted. 
Another important consideration is the fact that the ‘* capital 
and liabilities’ side of the form contains an item ‘ provision 
for bad and doubtful debts."’ This is another clear indication 
that the legislature intended that bad or doubtful book debts 
should be shown on the “‘ assets” side, and it ensures that a 
company, if it has made provision against such debts, should 
in this manner be able to correct a bad impression that might 
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otherwise arise from the entry of bad or doubtful debts on 
the ‘‘assets’’ side. Incidentally we think that this item 
shows that the contention about a secret reserve fund is at 
any rate subject to this qualification that in India, if (as in 
this case) any part of such secret reserve is availed of to meet 
bad and doubtful book debts, it must be revealed in this 
balance-sheet, and not concealed in this manner adopted in 
this case. This item of the form was inserted in 1913; it is 
not contained in the forms of 1866 and 1882. 

The clear provisions of the form cannot be allowed to be 
whittled down by general considerations as to the object of a 
balance-sheet. As was said by Viscount Finlay in Krishna 
Ayyangar v. Nallaperumal Pillai (1.L.R., 43 Mad., 550 at 
page 564), in regard to the construction of the explanation 
to sect. 68 of the Indian Companies Act: ‘‘ The construction 
of the explanation must depend upon its items, and no theory 
of its purpose can be entertained unless it is to be inferred 
from the language used.’’ The object ofan enactment may 
be met by doing a thing in many ways. But if that enact- 
ment lays down a particular way in which that thing is to be 
done it is no defence to say that although you have done it 
in a different way, it fulfils the object of the enactment. The 
contention that the company need not show any bad or 
doubtful debts so long as they can be covered by a secret 
reserve fund entirely nullifies the enactment of the legislature 
that such book debts should be included on the ‘‘ assets” side 
and any provision made for meeting them should be shown 
on this “liabilities ’’ side. 

This is a view which already has Indian authority in its 
favour. In Queen Empress v. Durga (1.L.R., 16, All. 84, at 
page 107), Edge (C.J.), referring to the form of balance-sheet 
required under the Companies Act of 1882, says as follows :— 

‘*The debts owing to the company must according to 
the balance-sheet in the Act be divided into and shown in 
three classes. You have to show good debts for which the 
company holds security, good debts for which the company 
holds no security, and debts if any considered doubtful and 
bad. Gentlemen, that is very material, because when 
you consider what the facts of this case are, you will 

robably come to the conclusion that if the company had 
had on June 30th, 1890, disclosed the fact that it had 
Rs.13 lacs of bad and doubtful debts instead of showing 
a divisible balance of Rs.19543-6-7, it might have closed 
its doors next morning. Any person, assuming they 
were dealing with a bank that was honest, would assume 
from these balance-sheets that there were no doubtful 
and bad debts not covered by the reserve fund. They 
would never assume for one moment that the Rs.28 lacs 
shown in assets included some Rs.13 lacs of absolutely 
bad debts.” 

That, we think, clearly shows he was of opinion that the 
Act required debts considered doubtful and bad to be shown 
according to the form. In that particular case the bad debts 
could not apparently be met from any reserve fund, but that 
does not affect his construction of the item ‘‘debts owing 
to the company.” 

It was contended that such a deviation from the provisions 
of the note in the form might be justified by sub-sect. (2) of 
sect. 132 which says that the balance-sheet ‘‘ shall be in the 
form marked F, or as near thereto as circumstances admit.” 
Obviously this elasticity is intended for cases where the 
circumstances of a particular company make any part of 
the form inapplicable to it. It cannot clearly cover the 
present case, for there is nothing that makes the note 
inapplicable to a bank, and in fact it now specially alludes to 
the case of a bank. The expression ‘‘in all] cases” in the note 
plainly means in the case of all companies, including a bank. 
Nor is there anything in the note which is contradicted by the 
terms of sect. 132 so as to bring in the rule that a form in a 
schedule does not control the operation of the statute (cf. 


Hardcastle on ‘‘ Statutory Law,’’ 3rd edition, pages 223, 224). 
On the contrary it is in pursuance of the direction in sub-sect. 
(1) of sect. 132 that the balance-sheet shall give ‘such 
particulars as will disclose the general nature’’ of a company’s 
liabilities and assets. Sir Thomas Strangman’s contention 
virtually boils down to saying that because the concealment 
as to provision for bad debts from a secret reserve fund cancels 
the concealment, in regard to the existence of bad book 
debts there is no illegality or impropriety in the latter 
concealment. With all respect, that seems to usin the face 
of the clear provisions in the form to the contrary to be 
nothing better than a quibble, equivalent to saying that ‘‘ two 
blacks make one white.” It appears to us to be simply an 
attempt to drive a coach and four through the Act. We would 
refer in this connection to the remarks of Lord Macnaghten in 
Netherseal Colliery Company v. Bourne ( (1898) 14, Appeal Cases 
228, at page 247). There certain deductions were made from 
wages contrary to statutory provision, and Lord Macnaghten 
says :— 

‘*Parliament would legislate to little purpose if the 
objects of its care might supplement or undo the work of 
legislation by making a definition clause of their own. 
People cannot escape from the obligation of a statute by 
putting a private interpretation upon its language.” 

We may also refer to Galloway v. Schill Seebohn & Co., 
Limited ((1912), 2 K.B., 354). That case relates to the 
balance-sheet required by sect. 26 of the English Act of 1908. 
A company in its statement of assets, lumped together certain 
assets without showing them separately, though sect. 26, 
sub-sect. (4), prescribes that the statement should show not 
only the general nature of the assets but ‘+ how the values of 
the fixed assets have been arrived at.’’ Stress was laid for 
the company upon the argument that it would impose a most 
enormous burden upon companies to require separate valuation 
and separate statement of values and that it would make 
companies liable to prosecution if the common consideration 
could prevail against the direct provisions of the section that 
the balance-sheet should show how the values of the fixed 
assets have been arrived at. The key note of a balance-sheet 
is ‘information ” within certain limits and not concealment 
and when the Indian Act contains a distinct provision as to 
doubtful or bad debts being shown on the ‘‘ assets side,’’ the 
Courts should not endorse a contravention of the express 
enactment to that effect. We cannot help remarking that the 
Magistrate’s judgment is considerably discounted by the fact 
that, while he gives copious reference to English dicta such as 
those contained in Newton’s case and extracts from auditors’ 
hand books as to the maintenance of a secret reserve, he has 
not made a single reference to Form F of the Act, 1913, and 
its directions as to book debts which cannot properly be 
ignored in this summary fashion. 

If our conclusion operates so as to cause undue incon- 
venience to banks, it is open to them to move the Governor- 
General-in-Council to amend the form under the power 
conferred on him by sect. 151 of the Indian Companies Act of 
1913. But as the form stands effect must be given to the 
plain meaning of the language used in it. 

Therefore, in our opinion, the view taken by the Magistrate 
was erroneous, and he was not justified in dismissing the 
complaint in the way he did. There are clear prima facie 
grounds for holding that the total book debts shown in the 
two balance-sheets of 1925 and 1926 now in question are 
incorrect, and that the express or implied statements that 
there were no bad debts are untrue. It will remain for the 
Magistrate to decide whether these false statements were made 
wilfully and knowingly by all or any of the respondents. 
That is a question which is entirely untouched by this 
judgment. We set aside his order dismissing the complaint, 
and remand the case to him for disposal accordingly. 
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Published Balance Sheets and 
Accounts. 


A Lecture delivered before a joint meeting of Chartered 
Accountants, Incorporated Accountants, Chartered Secretaries 
and members of the Institute of Bankers at Sheffield; also 
before the Bradford and District Society of Incorporated 
Accountants by 


Mr. HENRY MORGAN, F.S.A.A. 
(Vice-President of the Society of Incorporated 
Accountants and Auditors). 


The chair was occupied by Mr. Coartes H. Wetts, F.S.A.A., 
President of the Sheffield and District Society of Incorporated 
Accountants. 


Mr. Moraan said: You will not expect me in the time 
available this evening to attempt to deal exhaustively with 
the important subject of my paper, and, in fact, I only 
intend to deal with a few aspects which at the present time 
are of special interest to the profession and the commercial 
public generally, and upon which I hold somewhat strong 
and—you may possibly think—extreme views. 

The balance-sheets of public companies constitute a subject 
of the highest importance to the investing public. Cases are 
constantly arising in which the balance-sheets of well known 
public companies are subjected to drastic criticism, and 
sometimes it comes as a shock to shareholders and the 
public generally when sensational revelations are made 
regarding companies whose balance-sheets have previously 
shown them to be in an entirely satisfactory position. 
In such cases questions are immediately asked as to the 
extent of the blame which may attach to the auditor, and 
as to whether he has properly discharged his obligations. 
There is unquestionably in the minds of a section of the 
commercial public quite a wrong impression as to the extent 
of an auditor’s responsibility and powers, and a lack of 
knowledge as to the restrictions and limitations to which 


he is subject. 


The question which I want you to address to yourselves 
this evening is this: ‘‘Is the form of balance-sheet and 
accounts as usually published sufficiently full and explicit 
to satisfy the obligation to give reasonable information to 
shareholders in companies where the bulk of the capital 
has been subscribed by the public?’’ 

The reputation for integrity which attaches to British 
commerce and business throughout the world is largely due 
to the fact that as a general rule the balance-sheets of our 
public companies can be relied on as showing a true statement 
of their positions, but there are cases, not by any means 
infrequent, in which big sums of money have been subscribed 
by the public where, in my opinion, there is a failure to 
recognise the obligations due to their shareholders. I have 
heard a balance-sheet facetiously defined as ‘‘a statement 
carefully drawn up so as to conceal from the shareholders 
the real position of the company.”’ It must be borne in mind 
that balance-sheets and accounts are issued to shareholders, 
the majority of whom construe such accounts in a way quite 
different from that of the trained accountant, and it should 
therefore be recognised that so far as possible they should be 
drawn up clearly and in a manner capable of being readily 
understood. 

The development of business and commerce in this country 


- has been largely assisted by the principle of joint stock 


companies with limited liability, by which means are provided 
for raising enormous sums of money from the investing 


public, and it should always be recognised that shareholders 
are entitled to such full information about the companies in 
which their money is invested as can reasonably be given. 
The argument is frequently put forward that the disclosure 
even of information which a shareholder is reasonably entitled 
to expect would operate to damage the company, but I consider 
that the obligation to give reasonably full information to the 
shareholders as to the position and assets of their company 
should be regarded as paramount, and that having taken 
advantage of the Companies Acts to obtain money from the 
public, a company should put up with the disadvantage it 
may suffer by reason of its obligation to disclose to its 
shareholders information from time to time as to its capital, 
assets and liabilities, and earning capacity. I think many 
of you will have had experience of cases where directors 
exhibit a desire to give as little and as vague information as 
they possibly can to the shareholders in their companies. 
The invariable argument is that it is not in the interests of 
the company that anything relating to its affairs should 
become known if it can be avoided. In the majority of such 
cases my experience has been that the real object is either to 
prevent shareholders from having information—information 
to which they are rightly entitled which might lead them to 
make inconvenient inquiries or investigation into the affairs 
of the company, or else to enable the market value of the 
shares to be manipulated. The auditor’s position in such 
cases is a very difficult and unenviable one. He may know 
that although exception cannot be taken on legal grounds 
as to the manner and form in which a balance-sheet is 
drawn up, the various items are stated in such a way as to 
prevent the shareholders from realising the actual position, 
and in these cases the auditor requires to exhibit some 
courage in dealing with the matter. In my opinion, the 
provisions of the Companies Acts as they stand at present 
do not go far enough to equip the auditor with the power 
he should have to ensure that the balance-sheet issued to 
shareholders is a full and clear statement of the position 
of a company. Anyone who studies the balance-sheets of 
public companies must be constantly coming across items 
in the accounts stated in such a way as to render them 
vague and unsatisfactory. Consider such a qualification in 
an auditor’s certificate as the following, by no means 
uncommon: ‘‘The market value of investments standing 
at £—— amounted to £—— on the date of the balance-sheet. 
With regard to the remainder of the investments in other 
companies (which are unquoted) we are unable to form an 
opinion and they are taken at cost.” Although the auditor 
may have genuine ground for being of opinion that such 
investments are not of the value at which they are taken 
into account in the balance-sheet, and although he may be 
able to form a fairly definite opinion if the information 
available in the shape of the balance-sheets of such other 
companies were submitted to him, he is really helpless to do 
more than insert such a qualification in his certificate. __ 

As I have no doubt every one of you is aware, a Parliamentary 
Committee was appointed some two years ago to consider and 
report to the Board of Trade what amendments were desirable 
in the Companies Acts, and that it completed its heavy task 
in May last year, when their report was issued. Evidence - 
was submitted to that Committee on behalf of the Society of 
Incorporated Accountants by Mr. G. 8. Pitt, who was then our 
President. His evidence dealt with a great many matters 
affecting company law, but I quote the following from his 
memorandum of evidence so far as it related to balance-sheets 
and accounts :— : 

‘* From the point of view of the economist it is doubtless 
desirable that standardised forms of account should be 
adopted for different classes of industrial undertakings. 
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These have been adopted with advantage in the case of 
water, railway, electricity, and insurance undertakings, 
which are governed by special Acts of Parliament. It is 
doubtful, however, whether it is practicable to extend 
standardised forms of accounts, having regard to the 
wide variety of businesses involved and the information 
which the standardised forms would give to trade 
competitors. Such a proposal would probably not meet 
with the approval of the commercial community. 

“It should be made a statutory obligation for public 
companies to issue to shareholders each year a balance- 
sheet showing :— 


Sri negi ith a brief note appended to 
: with a brief note appen 
(2) Tangible assets { each item as to - pene 
(2) Intangible assets ( of valuation. 

‘*As regards (1), tangible assets should be shown in 
sufficient detail as to give reasonable information to 
shareholders, and the following headings are suggested 
as a minimum :— 

Freehold and leasehold property, 

Plant and machinery, 

Stock in trade, 

Investments in Stock Exchange securities, 
*Other investments, 

Loans, 

Book debts showing separately any items due by 

officers of the company, 

Cash and bills. 

*“As regards investments in other companies, the 
shares of which are not quoted on the Stock Exchange, 
in the valuation of such securities the directors should 
take into consideration all losses sustained by such 
companies and ali relevant circumstances. 

‘‘In every case where assets or any portion of assets 
have been pledged by way of security for loans or 
debentures, a note should be made against the assets 
concerned showing clearly to what extent and how the 
assets have been charged. 

‘* As regards (2), intangible assets should be separated 
so that— 

Goodwill, 

Preliminary expenses, 

Underwriting commission, 

Profit ‘and loss account (any debit balance), 
are shown as distinct items. 

“ Liabilities side— 

Capital authorised, 

Capital paid up, 

Debentures authorised, 
Debentures paid up, 

Creditors, 

Loans, 

Free reserves (shown separately). 

(Where specific reserves are earmarked they should 
be deducted from the corresponding asset on the 
other side of the account.) 

Balance profit and loss account, 
Memorandum as to contingent liabilities. 


‘There has been an increasing tendency for the 
information given in balance-sheets of companies to be 


attenuated, although owing to pressure of public opinion 
some reaction against this tendency has set in more 
recently. It is believed that the foregoing classification 
would provide a reasonable statutory minimum for 
balance-sheets; it would not necessarily comprise every 
item which companies may need to introduce; it lends 
itself, however, to elasticity and at the same time provides 
proper safeguards. It would counteract the tendency of 
recent years to consolidate items in the balance-sheet 
which might be shown separately. Thus more information 
would be given to shareholders without prejudicing the 
commercial interests of the company.” 


I also quote the following from the Report of the Parlia- 
mentary Committee :— 


‘* With regard to the form of accounts, although in 
general we consider that shareholders and others concerned 
have little ground for complaint, cases occur where the 
information given by the accounts is of a scanty nature, 
particularly where assets are so grouped tegether under 
one heading that the true position of the company cannot 
readily be ascertained. 

‘* We think it most undesirable to attempt to lay down 
hard and fast rules as to the form which a balance-sheet 
should take, but we consider that the recommendations 
set out below will help to remove some of these grounds 
for complaint. The matter of accounts is one in which 
we are satisfied upon the evidence before us that within 
reasonable limits companies should be left a free band. 

‘*It should be provided that every balance-sheet shall 
contain a summary of the company’s share capital, and 
shall give such particulars as will disclose the general 
nature of the liabilities and assets of the company and 
how the values of the fixed assets have been arrived at. 

‘* Preliminary expenses and goodwill (where it is shown 
as a separate item in, or is otherwise ascertainable from, 
the books or papers of the company) should be separately 
stated in the balance-sheet. 

‘If a liability is secured the fact should be stated 
without, however, any obligation to specify the assets 
on which it is secured. 

‘As to loans to directors and other officers, see 
paragraph 49 above.” 

(In this paragraph it is recommended that the 
total amount of money lent to directors, managers 
or other officers of the company during the period 
covered by the accounts, including loans repaid 
‘before the date up to which the accounts are made, 
be disclosed, subject to certain specified and reason- 
able exceptions.) 


It will therefore be seen that the recommendation endeavours 
to deal with the practice, the existence of which is admitted, 
of presenting accounts in such a way ‘that the true position 
of the company cannot readily be ascertained.’’ Although 
if these recommendations are embodied in the new Companies 
Act they should undoubtedly tend to ensure that shareholders 
will be supplied with fuller, clearer and more accurate 
accounts, still I could have wished that the recommendations 
should have gone to the full extent of the views expressed 
by Mr. Pitt on behalf of our Society. 

I now propose to touch upon the subject of subsidiary 
companies, a subject which has, within the last few years, 
been much debated and discussed amongst all sections of 
the business community, and especially by members of the 
accountancy profession. The practice of forming subsidiary 
companies by great commercial organisations is one that 
has shown a strong tendency to grow during recent years. 
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Unquestionably the principle of the subsidiary company is 
one that provides great benefits and advantages to big 
commercial undertakings. Amongst some of the cases to 
which it is specially adapted are the following:— 

(1) Where a company’s operations extend to foreign 
countries and the Colonies, requiring distinct and self- 
contained organisations and necessitating compliance 
with the laws of such countries or Colonies as to the 
carrying on of business, or with regard to the ownership 
of property ; 

(2) Where, in this country, the various departments or 
branches of a business are of a varied and distinct 
character, frequently rendering it desirable to run such 
sections under distinetive names ; 

(3) Where an undertaking is on such a scale and of 
such a character that it is desirable where possible to 
sub-divide the management and responsibility ; 

(4) To raise capital for the extension and development 
of a section of a business where it may be done under 
more favourable conditions by a subsidiary than by the 
holding company. 

On the other hand, the practice of forming these subsidiary 
companies may be subject to serious abuses and objections, 
of which I would point out the following :— 

(1) That by bringing into the parent company’s balance- 
sheet the interests in subsidiary companies at cost, losses 
have been undisclosed and disregarded in arriving at the 
amount of profits shown as available for payment of 
dividends; : 

(2) That the parent company may take credit for 
unreal profits arising from the carrying out of contracts 
for the supply of goods to a subsidiary company at 
substantial profits, when such contracts or goods, so 
far as the subsidiary is concerned, may be expenditure 
on capital account, or if purchased for the purposes of 
trading, may be still on hand and unrealised at the 
date of the balance-sheet ; ; 

(3) That the object may be to provide for undisclosed 

* increase of remuneration to directors of the parent 
company, who may be appointed as directors of the 
subsidiary companies, the directors’ fees of which are 
frequently by no means unsubstantial ; 

(4) To conceal excessive payments for goodwill or 
profits on purchase of a business; investments in other 
companies that may not be authorised by the holding 
company’s Memorandum and Articles of Association, or 
loans to directors or officers. 


In the majority of cases the position of a subsidiary in 
relation to the parent company is to all intents and purposes 
analogous to a branch of the main business, and I therefore 
maintain that as regards the balance-sheet of the parent 
company the results of the subsidiary should be taken into 
account and dealt with in the same way as you would deal 
with the accounts of a branch, subject only to such variation 
as may be necessary by reason of the fact that a subsidiary is 
in law a separate entity. Although for many years past it 
has been by no means uncommon for accountants to prepare 
a composite balance-sheet and profit and loss account for a 
holding company with numerous subsidiaries, it was not until 
a few years ago that it was extensively advocated in the 
profession and in the Press—in the first instance, I think, by 
Sir Gilbert Garnsey. It is increasingly evident that in the 
interests of shareholders this question of subsidiary companies 
should be dealt with in drawing up balance-sheets on sound 
and strict lines. The report of the Parliamentary Committee 
has observations and recommendations regarding holding 


companies, and although they are dealt with at some length 
the matter is of such interest and importance that I may be 
forgiven if I quote from that report. 


The observations are as follows:— 


“The position of holding companies with particular 
reference to the form of their accounts has been much 
discussed before us, and the evidence discloses a con- 
siderable divergence of views on the subject among both 
commercial men and accountants. Complaints have 
undoubtedly been heard from shareholders in such 
companies that the information given to them by the 
accounts of the holding companies is unintelligible 
without fuller details as to the position of the subsidiary 
and associated companies. Some witnesses take the 
view that the publication of a consolidated or combined 
balance-sheet for the whole group of companies should be 
made compulsory. We do not agree with this. Many 
holding companies have adopted the practice already, and 
we consider that the matter should be left to the share- 
holders to make such requirements as to the form of 
their company’s accounts as they may think proper. It 
is often forgotten that it may be in the best interests of 
the shareholders themselves that the accounts should be 
in a certain form, and we consider that undue interference 
by the legislature in the internal affairs of companies is 
to be avoided, even if some risk of hardship in individual 
cases is invulved.’’ 

‘*In view of the divergence of opinion upon this and 
cognate matters we only find ourselves able to make 
recommendations of a quite limited character. One of 
these requires a short explanation. In law there is 
nothing to prevent a holding company from using the 
dividend received from profit making subsidiaries in 
order to pay a dividend on its own shares without taking 
into account losses suffered by other subsidiaries, and 
the effect of this may be that the holding company 
is paying a dividend at a time when the group as a 
whole is in debit on the year’s working. Although this 
practice may in general be unsound, particularly if it is 
continued for any period, we do not think that any case 
has been made for prohibiting it altogether. On the 
other hand, we consider that shareholders and others 
concerned are entitled to know whether the dividends 
proposed to be declared by the holding company are 
justified by the results of the group as a whole.”’ 


I want to call your particular attention to the words 
‘‘although this practice may in general be unsound, particu- 
larly if it is continued for any period, we do not think that 
any case has been made for prohibiting it altogether.’’ From 
the point of view of accountants and of shareholders in public 
companies I consider it regrettable that there should be even 
this semblance of sanction of a practice which I do not 
hesitate to condemn in the strongest terms. As to whether 
a practice is unsound or otherwise does not depend upon its 
continuance. A practice that is unsound, as I say this is, 
should not be allowed even to commence, and I do not 
consider that a company is any more justified in ignoring 
losses that have been suffered, whether through its subsidiary 
or otherwise, than it is in actually over-stating its own profits. 
Where in drawing up balance-sheets and accounts unsound 
principles are allowed to creep in, it is often difficult to decide 
as to when and where what is unsound becomes absolutely 
improper. 

Now with regard to the recommendations of the report :— 


‘‘Investments in, and loans to or from subsidiary 
companies should be stated in the balance-sheet separately 
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from all other assets and the loans should be stated 
separately from the investments. It will be sufficient to 
state the aggregate of the loans and the aggregate of the 
investments without distinguishing loans to or invest- 
ments in particular companies. 

‘*A section should be inserted in the Act to provide 
that where a company (hereinafter called the ‘holding 
company’) holds shares in a subsidiary company, a 
certificate signed by the same persons as sign the balance- 
sheet should be appended to the balance-sheet of the 
holding company and filed with it, stating how the 
aggregate profits and losses of any subsidiary company 
or companies during the period covered by the accounts 
presented have been dealt with in the accounts of the 
holding company.” 


As we know, balance-sheets are usually signed by two 
directors, and it is the custom for the balance-sheets of some 
classes of companies to be signed as well by certain of the 
officials. Sect. 113 (3) of the Companies Consolidation Act, 
1908, reads as follows :— 

‘The balance-sheet shall be signed on behalf of the 
Board by two of the directors of the company, or if 
there is only one director, by that director, and the 
auditor’s report shall be attached to the balance-sheet, or 
there shall be inserted at the foot of the balance-sheet a 
reference to the report, and the report shall be read before 
the company in general meeting and shall be open to 
inspection by any shareholder.”’ 


It would therefore appear to be quite clear that it is not 
necessary for an auditor to sign the balance-sheet. His 
signature has merely to appear on his report. The literal 
effect of the wording of the paragraph from the report which 
I last quoted is, therefore, that the certificate regarding the 
subsidiary company need not be signed by the auditor. If 
this is really the intention meant to be conveyed in the report, 
then I say that the recommendation does not provide share- 
holders in public companies with the protection they are 
entitled toexpect. Such provision that the certificate regarding 
the subsidiary company should be signed by interested 
parties and not by the auditor deprives shareholders of that 
independence of opinion which the provisions regarding the 
auditor are intended to ensure, and must restrict the powers of 
an auditor in satisfying himself that the balance-sheet of the 
holding company shows a true and correct view of the 
state of the company’s affairs according to the best of his 
information and the explanations given to him, and as shown 
by the books of the company. The certificate must state how 
the aggregate profits and losses of any subsidiary company 
or companies during the period covered by the accounts 
presented have been dealt with in the accounts of the holding 
company. I maintain that unless such aggregate profits and 
losses have been fully brought into the accounts of the 
holding company, not only has a shareholder a right 
to know that they have not been brought in, but he is also 
entitled to know the amount involved in such omission, and 
frankly I cannot imagine that any reputable accountant 
could conscientiously sign a certificate that a holding 
company’s balance-sheet showed a true and correct view of 
the state of the company’s affairs unless such aggregate 
profits or losses were taken into account. 

You will notice that one of the recommendations in the 
report is that directors ‘‘should be bound . . . . to lay a 
profit and loss account and balance-sheet before the company 
in general meeting once a year at least.’’ It is noteworthy 
that whereas the report contains some critical observations 
and strong recommendations as to the contents and form of 
the balance-sheet issued to shareholders, there is not a word 


regarding the contents and form of the profit and loss account. 
In my opinion in the interests of shareholders in public 
companies this is a glaring and regrettable omission. At the 
International Congress of Accountants held in Amsterdam in 
July last, which I was privileged to attend, a most interesting 
discussion took place upon the subject of the accountant’s 
certificate in connection with the accountant’s responsibility. 
The views of the profession in Great Britain upon the subject 
had been dealt with in a very able paper by Sir William 
Plender, and in the discussion that followed there was some 
criticism from representatives of Continental bodies regarding 
the absence of any reference in the certificate to the profit 
and loss account. Sir William Plender in reply pointed out 
that there was no statutory obligation for the auditor of a 
limited liability company to extend his report to the profit 
and loss account; that as the balance-sheet must include the 
balance of the profit and loss account, and as the report 
covered all the figures on the balance-sheet, the certificate as 
to the balance-sheet was tantamount to a certificate also as to 
the profit and lossaccount. Sir William Plender in the course 
of further remarks defined the objects of a balance-sheet :— 


(1) To show what was the capital of the company ; 


(2) To show how that capital was represented, i.e., by 
the excess value of assets over liabilities ; 


(3) The earning capacity of the company. 


I think every accountant will admit the correctness and 
conciseness of this definition, but of the three objects I consider 
the last-named, viz, the earning capacity of the company, to 
be the most important from the point of view of the share- 
holder. Canitseriously be contended that the mere statement 
in the balance-sheet of the amount of the nett profit for the 
year is of itself sufficient indication of the earning capacity 
of a company, or that the attenuated form of profit and loss 
account frequently published with the balance-sheet supplies 
such sufficient information as a shareholder is reasonably 
entitled toexpect? I do not thinkit does, and I am in accord 
with the Continental view that the accountant’s certificate 
should extend to the profit and loss account. 


It is recommended by the Parliamentary Committee that 
the balance-sheet ‘‘ shall give such particulars as will disclose 
the general nature of the liabilities and assets of the company, 
and how the values of the fixed assets have been arrived at.”’ 
From the point of view of the shareholders it is equally, if not 
more, important that they should know how the profit for any 
period has been made. The value of the fixed assets of a 
company representing the application of capital subscribed by 
the shareholders, such as buildings, plant, machinery and 
goodwill, must to a large extent bear relation to the earning 
capacity of the company, and, in fact, the earning capacity 
must be as important a factor in fixing the value of the 
company’s shares as the actual amount of capital expended. 


To be consistent with the recommendations of the Parlia- 
mentary Committee as to the balance-sheet I suggest that with 
regard to the profit and loss account it might have been 
provided that every profit and loss account should contain a 
summary of the company’s main sources of gross profit and 
revenue, and should show clearly the profits or losses arising 
from the ordinary business of the company and those of an 
exceptional character, such as from realisation of assets of a 
capital nature, investments or holdings in other companies ; 
that it should give such particulars as would disclose the cost 
of the general administration of the company; and that the 
total amount of directors’ fees and remuneration of directors 
and other officers should be separately stated (inclusive of 
amounts paid through subsidiary companies). The report 
makes a very strong recommendation (paragraph 49) that 
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| 
‘shareholders should be informed as to loans to directors, | 


managers and other officers. I consider it equally important 
for shareholders that they should know what sums are being 
actually paid away to directors and other officers. How often 
does one see published profit and loss accounts with a single 
conglomerate item on the credit side, such as ‘“‘ gross profit 
on trading, rents, interest and sundry receipts,’ or ‘‘ revenue 
from services, dividends and interest on investments in 
other companies, interest on bank deposits, rents, &c.’’? 
In such cases it is impossible fora shareholder to know 
whether the words ‘‘ sundry receipts, &c.,’’ may be intended 
to represent small amounts of a miscellaneous character or 
substantial amounts of exceptional nature, and non-recurring. 
It is easy to see how under such circumstances the shareholders 
in a company may be grossly misled as to the value of their 
shares. I have in mind the case of an important public 
company where there was included in the profit and loss 
account a big credit in respect of a profit on realisation of 
investments, with the result that the market price of the 
company’s shares was maintained at a figure which would 
never have been possible had it been known to the shareholders 
and the public that a material part of the dividend had arisen 
by reason of a profit of this transitory character, and that it 
was not justified by the earning capacity of the real business 
of the company. I have no hesitation in saying that it is 
not enough to provide that a profit and loss account shall 
be issued to shareholders of a company unless you provide 
for the general lines upon which such a profit and loss account 
shall be set out in the same way as is provided in the case of 
balance-sheets. 


I have heard the theory propounded on several occasions 
that it is justifiable to withhold from shareholders knowledge 
of losses suffered by a company (either directly or through 
its subsidiaries) where it can be regarded with a fair amount of 
certainty that such losses will be recouped within a reasonable 
time, the argument being that it is in the interest of the 


shareholders themselves, as otherwise there might be a 
heavy fall in the market price of the shares, or the company’s 
credit might be prejudicially affected. 

I feel sure that there can be few, if any, capable accountants 
who would subscribe to such a doctrine. The duty of the 
auditor is to ensure that the balance-sheet which he certifies 
is a true statement of the position of the company on the 
date of the balance-sheet, after bringing into account all 
losses suffered, and the probability, even if it almost amounts 
to a certainty, that losses will be subsequently recouped, is 
a factor which he is not justified in taking into account. 
The very fact that the position shown by the balance-sheet 
and accounts may affect the price at which shares may be 
bought and sold, or may influence the obtaining of credit, 
renders it all the more necessary that the auditor should see 
that all losses incurred are brought into account. It is a 
matter of very great importance, not only to the accountancy 
profession but to all classes of the business community, 
that sound methods should be employed in drawing up the 
balance-sheet and accounts of public companies, and that 
they should be presented in a form which will convey such 
information to shareholders as they are entitled to expect, 
and at the same time prevent them from being misled. 
Along these lines I feel sure that the high reputation of 
Chartered and Incorporated Accountants, and the confidence 
of the investing public in the balance-sheets of public companies 
bearing their certificates, will be surely maintained. 


On the motion of Mr. F. W. Oaa, Chief Inspector of Taxes, 


a cordial vote of thanks was accorded to the Vice-President 
for his lecture. 


INCOME TAX. 


Change of Basis of Assessment under Schedule D. 


Nore as To THE RELIEF WHICH MAY BE CLaImMep By Tax Payers 
UNDER CERTAIN CIRCUMSTANCES. 

The basis of the average of the three preceding years which 
has hitherto prevailed for the assessment of the profits of 
trades, professions, &c., under Schedule D, and the varying 
bases prescribed for certain special trades and undertakings, 
such as mines, quarries, railways, docks, &c., are abolished 
by Part IV of the Finance Act, 1926, and a new general 
basis, viz, the profits or income of the preceding year, is 
provided for profits or income chargeable under Schedule D. 
The new basis first comes into operation for the year 1927-28. 


The change of basis will in some cases result in the amount 
to be returned being greater than it would have been had 
the former basis been continued and a measure of relief is 
accordingly provided by sect. 29 (3) of the Act, so that where 
the actual profits as already computed for income tax purposes 
for either the year 1924-25 or 1925-26 are less than the 
average for the six years prior to 1924-25, the tax payer may 
elect to be assessed for both (but not for only one of) the 
income tax years 1927-28 and 1928-29 on the basis of the 
three years average. 


Attention is drawn to the fact that if it is desired to claim 
this relief, notice must be given in writing to the Inspector 
of Taxes, whose address is given on the accompanying form, 
not later than October 5th, 1927. 


The provisions of sect. 29 (3) are as follows :— 


‘‘Tf any person who for the year 1926-27 was assessed 
and charged under Schedule D or according to the rules 
applicable to that schedule in respect of profits or gains 
or income arising from any source upon an average of 
a period of three years or more proves that the profits 
or gains or income of either of the first two of the three 
years upon an average of which he would, but for the 
provisions of this section, have been charged for the year 
1927-28 were less than the profits or gains or income for 
one year upon an average of the six years preceding those 
three years, or, if he was not in possession of the source 
of the profits or gains or income during the six years 
aforesaid, upon an average of the less period preceding 
the said three years during which he was so in possession, 
he shall, on giving notice in writing to the [inspector] 
not later than October 5th, 1927, that he desires so to be 
charged, be charged to tax for both the years 1927-28 | 
and 1928-29 in respect of the profits or gains or income 
arising from that source on the amount on which he 
would have been charged if this section had not 
passed : 


“Provided that for the purpose of the foregoing provision 
a person shall be treated as having been in possession of 
the source of any profits or gains or income during any 
year if during that year he was in possession of the source _ 
on his own account or the source was in the possession of 
a partnership of which he was a partner. 


“This sub-section shall apply to persons in partnership 
as it applies to a person, and persons in partnership shall 
be deemed to have been in possession of the source of 
any profits or gains or income during any year if any of 
them was during that year in possession of the sonrce 
on his own account or the source was in the possession 
of a partnership of which he was a partner.”’ 
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Foreign Exchange in London 
Co-dap. 


A Lecrure delivered before the Incorporated Accountants’ 
Students’ Society of London by 


Mr. H. W. PHILLIPS. 
Lecturer To Bankers’ Institute. 


The chair was occupied by Mr. A. E. Wesster, Incorporated 
Accountant. 


Mr. Paruurps said: It is at once a great privilege and 
opportunity to talk upon any subject to do with the trade of 
the country to a body of financial police. I use the word in 
the sense of guardians of trading peace and custodians of 
wealth and property. Since the arrangements were made for 
this lecture it has fallen to me to take over an important 
position in the merchant world, and in some ways possibly [ 
ought not to be talking about foreign exchange, yet from 
other points of view I may appear more than ever qualified to 
speak to accountants upon a subject which is so closely linked 
up with trading. 


A man’s life, as he advances in years, tends to divide 
itself into periods. Period one: the fleeting school and early 
business life; period two: the ten years or so of stagnation, 
partial progress or definite progress, with, at the end of the 
period, wistful looking forward or definite looking forward to 
some tangible and real consummation of a career, which we 
will call period three. We therefore find on talking to the 
man of between 35 and 40 that he is in a position 
of resigned content or that life is just going to become 
interesting, and for the first time that he is beginning to learn 
the meaning and value of the word ‘‘ experience.” 


I have personally lived through these three periods, and it 
is in the latest period of all, during the last seven years, that 
I have encountered more than a fair share of financial 
tragedies. A few that concerned individuals, others affecting 
more important interests. In a sense I have been a con- 
sultant in some of these troubles, and have had to investigate 
deeply into causes and make recommendations for necessary 
re-organisation. In nearly every case there was an absence 
of good book-keeping, or there was a noticeable lack of 
liaison between the particular business and its guardian, 
the accountant. 


It will be very profitable, therefore, to treat this subject of 
foreign exchange in London to-day in special relation to 
accountancy. There have been some immense losses suffered 
by banks and financial houses, as well as a few tourist 
agencies, both here and abroad, during the last ten years. 
The public and even your profession do not always hear of 
them. Sometimes the losses were definitely on account of 
foreign exchange operations, sometimes for want of good 
book-keeping. Sometimes a loss other than in foreign 
exchange was covered by an operation in foreign exchange, 
prolonged and eventually increased through the facility. But 
the losses one has in mind are five-figure losses and over, and 
they have occurred to, and were responsible for the closing of, 
many well known businesses or sections of businesses of 
late years. 


After all, the foreign exchange market is only ten years 
old in London, whereas accountants have been keeping the 
books of merchants and bankers for hundreds of years. One 
remembers the days of 1920, when even our important banks 
passed no entries recording a sale or purchase of exchange for 
a forward date, and forward exchange was not dealt in so 


thoroughly as it is to-day. As an example, when dollars were 
sold forward to clients in the summer, for winter delivery, 
banks used to purchase the currency immediately and retain 
it on their accounts with New York bankers until the clients 
came forward in the winter and took up the dollars day by 
day. The huge dollar balances for which sterling had been 
expended earned interest it is true, possibly roughly equivalent 
to the interest value of the pound, but there is no gainsaying 
that the money could have been turned over again and again 
in the home trade instead of being virtually tied up. Such a 
thing is not done now. A wonderful market has sprung up 
in forward exchange, and those dollars are turned back into 
sterling or other currencies to be utilised in world trade. 


Turning to the literature of foreign exchange we find, 
roughly, two divisions. A large proportion of the books deal 
with the foundations of the business of international settle- 
ment of debts (which is not a bad definition of foreign 
exchange). Those foundations, like most foundations, can 
be added to, strengthened a little, but they do not alter. We 
get in this class of book, therefore, contribution after 
contribution which are really disquisitions upon groundwork. 
As intimated, however, there has been reared in the last ten 
years upon the foundations an entirely new and very 
important structure, and it is in the second and smaller 
division of foreign exchange literature that we find a few 
books written by practical men who endeavour to deal with 
foreign exchange as it is to-day. It is invidious to mention 
names, but it should be obvious that a book on the subject 
written by a professor at one of our Universities who had 
never handled a cargo, written in a bank ledger, or audited an 
account, could not possibly deal with foreign exchange 
sufficiently thoroughly for you or I to go to his work for 
complete guidance. 


In 1914, foreign exchange as we know it to-day in London 
did not exist. The directors of the joint stock banks did not 
understand it, and the foreign department of one such bank 
numbered about ten clerks handling the business of its two or 
three hundred branches. The German banks were operating 
in London then, and they and the London branches of the 
French, Belgian and other foreign banks together covered 
the mujority of the exchange transactions in England. I am 
not forgetting, of course, important houses like Samuel 
Montagu & Co., Kleinwort & Sons, who also did a very large 
business. With the exclusion of the German banks and the 
absence of man-power the business was offered more and more 
to English bankers, and the five joint stock banks in particular 
eventually realised that there was money to be made in 
foreign exchange business. T'hose were the days when a 
franc or a cent per £ could be taken in the provinces by the 
banker: these are the days when five centimes or a sixty- 
fourth of a cent in dollars is all the bank may snatch. 


Now it is necessary that you should understand something 
about the foreign exchange market and the functions of the 
people therein. The clients, who are private people, traders, 
tourists, &c., are not in that market. There are only two 
classes of people in the market, the banker and the broker, 
and although there are organisations on both sides, namely 
amongst the banks and amongst the brokers, for the purpose 
of deciding how that market shall be regulated, yet in practice 
one is bound to record that there is nothing like the 
organisation of the London Stock Exchange behind this 
business. Brokers operate and arrange business between 
first class banks before they are members of the Association 
of Brokers. In the ranks of the banks are found all kinds of 
other houses and firms who appear able to do business with 
the banks so long as the latter are prepared to take their name 
and trust them to liquidate the business arranged. The 
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normal procedure is for the banks or other houses who deal 
in foreign exchange to buy or sell currency to the public, the 
merchant world, and all and sundry who have occasion to deal 
in foreign exchange, and for these principals in the business 
to sell or buy with one another through a broker to adjust 
their balances. 


And this is all done on an invisible market by private 
telephony. Private wires connect up all the banks and other 
houses dealing in foreign exchange with about thirty to forty 
brokers. These brokers—scattered, one in Cornhill, one in 
King William Street, one in Salisbury House, one in Coleman 
Street, and so on—have concentrated in one or more small 
rooms switchboards, inter-communicating, on which are 
grouped the hundred or so lines to the banks. Communication 
is instantaneous. A rate in any currency is known and quoted 
every moment of the day from half-past nine to often half-past 
six at night, and the dealers operating both at the bank and 
the broker’s end of those private wires are listening to 
quotations and buying or selling the currencies of the world 
more or less every moment of the day. It is perhaps 
inaccurate to say that transactions do not often go through 
at similar rates, but the market in an active currency like 
French francs will often move so rapidly, and continue to 
move so long, that nearly every transaction, for long periods 
together, goes through at a different rate to the preceding 
transaction. The operators in this wonderful market, many 
of them, use telephone head-pieces and work plugs with both 
hands, and to them at least the loud-speaker has not repre- 
sented relief. 


These days are comparatively quiet, and with the effect of 
the coal strike being felt one could consider the amounts now 
being turned over as a little less than normal. It is also safe 
to assume that the abnormal times of 1919 to 1921, when 
brokers fed at their switchboards all day, have entirely passed 
away, and that the business now being transacted week by 
week is permanent and our inheritance from the war. It is 
therefore valuable to indicate very roughly the amounts 
turned over any one day between the banks and financial 
houses which constitute the market. There are probably five 
to ten million New York dollars turned over daily, and three 
to four hundred million French francs, two to three million 
Montreal dollars, three million Swiss francs, and four 
million Spanish pesetas, five million reichsmarks, and a 
million or two each of the following currencies which 
are spasmodically super-active:—Finnish marks, Czecho- 
Slovakian crowns, Japanese yen, &c. It should be realised 
that practically every operation has its equivalent money 
movement and effect, and even if the movements all took 
place in one country there would probably be a surplus or 
shortage of money from time to time and never equilibrium. 
The foreign exchange market is for the buying and selling of 
moneys, the moneys of the world. It is very difficult to 
conceive of money itself being bought or sold, as it is by 
means of money that we buy and sell other things, but at 
bottom all our trade is the old barter. The man with the 
abundance of fish agreeing on an exchange of his surplus for 
the fruit which another can spare. Money became the 
common denominator by means of which the relative values 
of the fruit and fish could be gauged. It follows as a matter 
of course that the man who had an abundance of fish or fruit 
experienced periods when possessing neither of these he had 
a balance of money which at any moment could be turned 
into fish, fruit, or any commodity. From this stage it is not 
difficult to see how that money itself occurred or accumulated 
suddenly in different places when it was more urgently 
required somewhere else—or to be more accurate, by somebody 
else—as it should be recollected, except in the comparatively 


insignificant amounts of notes and coin or bar metal, &c., 
money never leaves its own country, but is transferred therein 
to new ownership. Therefore every transaction involves its 
equivalent money movement: a credit is opened, a draft is 
issued, a cable is sent, a traveller proceeds abroad, a foreign 
bank’s charge is made, a foreign railway is built by an 
English firm, a foreign security bought or sold here or there— 
all involve the purchase or sale of foreign exchange—and 
there concentrates therefore on the foreign exchange market the 
monetary equivalent of a large proportion of the transactions 


-of all other markets, such as spring from grain, wool, timber, 


or cotton industries. A railway had recently to be engineered 
in Spain; 260 miles of line were to be laid from Ontaneda to 
Calatayud, through the provinces of Santander, Burgos, Soria 
and Saragossa. The company formed to finance and build 
that railway required a large part of their funds to be turned 
into Spanish pesetas, and the purchase of the pesetas was 
duly made in a very few hours on the London market by the 
exchange dealers of a certain financial house. 


The domestic requirements in foreign exchange can usually 
be dealt with by any institution in any country, and the 
keenness of, or the necessity for, competition does not arise. 
For example, no important difference in a rate, such as one 
franc per £, in a small foreign exchange purchase of a 
thousand frances, with the franc at 200 to the £, could 
represent sufficient to repay pursuit of a competitive rate. 
On such a difference a banker would make five francs—a 
fortieth of a £—and as his draft which he sold for the 
amount would cost him 8d. or 9d. to produce (this amount 
being made up of stamp on draft 2d., cost to print draft-form 
(in bulk) 1d., postage abroad advising same 23d., forms, 
envelopes, entries, calculations, checking, signing and 
countersigning, overheads 24d.), it is quite obvious that such 
tiny business does not pay, and, in passing, this is why the 
majority of banks quote a ‘‘ respectable ’’ rate plus a 1s. for 
drafts under £10. 


In order to explain the position in London to-day it is 
necessary to mention the bigger transactions which have 
arisen during the war and of late, due to the progress of 
communication and the growing tendency for nations to get 
together and form one big family. It is probably a long, long 
journey to a universal money. Before detailing some of the 
colossal transactions of recent years it will be perhaps best 
to state now that London is the world’s foreign exchange 
centre, and to explain how this position arose. There is a 
market for anything of any importance. Mincing Lane is 
Mincing Lane, and Petticoat Lane is Petticoat Lane, and it 
was inevitable that a market should be made and located 
somewhere in foreign exchange. In a sleepy fashion, before 
the war, the principals of many important houses and banks 
met, in a way which seems to us to-day very casual, within 
the precincts of the Royal Exchange, and brokers moved too 
and fro between the rather conservative groups, or even met 
individual dealers at tavern bars or at street corners, and 
recorded transactions in little books. But the world’s market 
was not there. Rates were practically made abroad, for 
Britishers stood on their hind legs and quoted to the world 
prices in sterling for British goods. Sterling! with its twelve - 
pence to a shilling and 203. to the £, with its Empire or 
Colonial possessions also talking in annas and pies to a world 
of decimal currencies! To-day there is no time to visit the 
Royal Exchange. Streets are congested—communication has 
improved, and with the aid of the cable companies and the 
Post Office the way has been prepared for the handling of 
any volume of business that might arise. The developments 
during the war have been alluded to, and not only were 
English banks compelled to look after the currency require- 
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ments of their clients, but a wasteful and prolonged war, 
plus the derangement of many weaker countries’ currencies, 
gave them enormous orders to cope with as well as final 
indebtedness and strugglings back to stability to deal with. 


And what city more fitted to become the centre of the 
world’s foreign exchange? Custom had ever turned the 
foreigner’s,eyes to London, and a sterling bill was the most 
wonderful talisman anyway. And custom is hard to kill. 
America possessed and possesses the money, but also financial 
indigestion. Moreover, American bankers are comparatively 
inexperienced. In addition, she suffers disadvantages through 
clock differences, and her business day commences whea 
Europe’s is finishing. Thus she operates with less than half 
the world in the market. London is undcubtedly the money 
centre of the world, and therefore, however large an operation 
might be required to be dealt with in the foreign exchange 
market, London could produce the neccesary funds to carry 
it through. 


We now arrive at a point where we may indicate the type 
of transaction which London is often called upon to deal with 
at a moment’s notice, often late in the day, which most other 
centres of the world would be literally unable to finance. 
A certain small nation dropped a shell on the beach of another 
nation’s island-possession, and that order to fire the gun, 
given by the commander of the boat, cost his nation 60,000,000 
lire. ‘Those lire were purchased one morning by a joint-stock 
bank in this market and handed over as an indemnity to the 
aggrieved nation. One cannot conceive the small national 
bank of a small country being able to suddenly find spare 
foreign currency to finance, for the moment, even this small 
transaction. There are, of course, much bigger transactions 
which only a grcat money centre could possibly handle, and 
most of you probably know that it is often much easier to 
raise in a dozen different directions a million pounds at 
3.15 p.m. than it is to place a hundred thousand pounds save 
at a sacrifice. Similarly on another day the situation will be 
entirely reversed, but on no day is it impossible to either raise 
money or place money in London, at a price. 


It was inevitable, therefore, that London, the money centre, 
should become the foreign exchange centre, and this new 
industry, if one may so describe it, is well served by some of 
the best brains both on the professional side and in the 
assistant services like the cable companies. One could take 
you into several offices any afternoon after the New York 
market opened and show you transactions for sums like a 
million dollars, or a million pounds, which have been fixed 
up, on moving markets, between the bank in London and 
the bank abroad by means of direct wires to a cable company 
each end, and which have only taken two or three minutes in 
execution. Before many years are past, we shall undoubtedly 
talk to New York in the same way that we talk to 
Throgmorton Street. . 


Perhaps I have said enough to explain the situation as it is 
to-day and to stimulate your interest to ask any questions that 
may arise in your mind. The last portion of my remarks will 
therefore be addressed more particularly to the needs for good 
accountancy. By good accountancy I mean a recognition of 
the importance of this comparatively new business and its 
ramifications. Due appreciation of its measure. A sense of 
proportion when meeting the rather large figures.. Elasticity 
in conceiving and recommending systems of books, and, above 
all, frequent’ or running audits. In a loss of a hundred 
thousand pounds, in the investigation of which I was 
concerned recently, it was a matter of regret that the annual 
audit resulted, in the fifteenth month, in the inevitable 
suspicions. One has been associated not very many years ago 


in staff relationship with one of the joint-stock banks whose 
dividend is always first declared, and declared on the mornings 
of the second of January and July each year. It need hardly 
be mentioned that that dividend declaration follows the 
accurate balancing of the accounts of 2,000 branches and the 
forwarding of those results for concentration to the head office 
accountant, and that those figures are the figures of the 
midnight balance December 31st and June 30th, from Land’s 
End to the North of England. That is efficiency. That is 
accountancy. It is possible only because (a) the system is 
good, (b) the whole bank is similarly balanced every fortnight, 
and one suggests, although with entire ignorance of the 
difficulties from your point of view, that the auditing of a 
firm’s accounts should be in the nature of a continuous rather 
than a special effort. 


Let us take the points mentioned above in more detail. 


(1) Recoenrrion oF THE ImpoRTANCE OF THIS COMPARATIVELY 
New Business aNp rts RaMIFIcaTIoNs. 


In these times of adverse trade balance every sign of new 
markets for our industries, or new industries to replace or 
supplement vanishing industries, should be welcomed and 
development encouraged. These matters should be treated as 
new business, and that means to a good business man the care 
and attention that marks the extent of his appreciation of a 
new client and determination to secure the connection. When 
we all visit the motor show shortly we know that we are 
recognising one of the brightest spots in the trade outlook, 
and it must be remembered always that one successful 
industry, or even one successful shop, induces a measure of 
prosperity in other industries or firms. When you and I drive 
our light car we are not only assisting Mr. S. F. Edge and 
Mr. Morris to make fortunes, but we are stimulating the 
business of the coach builder, the tyre maker, the clockmaker, 
the mechanical instrument maker ; prospering those who dig 
wells and refine oil and spirit; assisting the manufacturers 
of mats, petrol cans, door handles; dealers in mahogany, 
ebonite, celluloid; sellers of rugs, hot-water bottles, foot-bags, 
and the thousand and one gadgets with which new—very 
new—motorists at once enliven and encumber their cars. 
Here, too, the inventor and draughtsman turns for another 
lease of life. Foreign exchange is a new busine:s, which 
bas found its natural home in London, the money centre. 
It is international: that is to say, a foreign exchange 
transaction involves at least two countries before it can 
exist, and when in these latter days we have the world 
‘*closing in on us” through the development of communi- 
cation and all that is ultimately possible through the feats 
of men like Sir Alan Cobham, it is quite evident that 
we are handling-—-with London as a world centre thereof— 
a new business of immense potentiality and tremendous 
ramifications. In the practice of foreign exchange our banks 
and financial houses are able to quote fair rates, and 
competitive rates, to traders who were previously tied to the 
foreigner, the latter knowing our ignorance of the subject. 
What this represents to our traders alone can be imagined 
from the fact that in 1920, several years after the serious 
entry of English banks into the business, provincial cities 
like Manchester did most of their business on day-old rates, 
and saved up the more important of their transactions for a 
daily trunk call to London; having to take on that call 
whatever rate was offered. That, of itself, led to profits of a 
franc or cent per pound, which is twenty or thirty times what 
is now considered reasonable. What, then, could have been 
the loss to the United Kingdom in the days London, in 
turn, had to wait for post-card rates from Berlin and other 
centres, ‘‘ good till mid-day ” for so much. 
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(2) Due ApprEecIaTION oF THE MEASURE OF THE MARKET AND 
4 SENSE oF ProporTION IN MEETING WITH THE LaRGE FicuREs. 


Stock Exchange men are amazed sometimes at the number 
of times a quarter-million dollars are turned over in a day 
for the insignificant difference of a sixty-fourth of a cent in 
the rate—about £8 profit. A purchase of a similar size 
in their markets would bring in several hundred pounds, and 
they would be very careful of the names involved, too. But 
it must be recollected that in this wonderful market the 
thousands of smaller transactions have gathered, and that 
the totals only are coming forward through the best houses 
for settlement moment to moment. I must qualify this a 
little by repeating what I said in the earlier part of. the 
lecture, namely, that other than first class houses do operate 
in the market, but they do not enjoy a free market, as only 
certain people, such as for example their bankers (and they 
only up to a point), can take their name, and then only at 


‘a rate. In other words, any dealer of any bank, on his 


switchboard of private wires to the brokers, could at any 
moment say: “I don’t take so-and-so” or ‘‘I take so-and-so.’’ 
And some of these smaller transactions are not so small, 
either. In the last three days of my foreign exchange dealing 
one of my clients gave me 54,000,000 French francs to sell— 
proceeds of three months sales of British goods in France 
after they had used many more millions for their French 
branch, and I see that my dealing book for those few days 
shows a turnover of 300,000,000 francs. There are bigger 
houses than I dealt for, at that time, who are turning over 
colossal sums daily in all currencies. To these home 
figures have to be added the transactions effected on trunk 
calls. Here nations meet and settle balances and, because 
brokerage is saved by principal dealing with principal on a 
trunk call, dealers usually save up business for a few moments 
in the hope of trunk calls coming through, and five million 
dollars or ten or twenty million Paris will frequently go 
through. Trunk calls nowadays come through from all over 
the world every few minutes from 9.15 a.m. to 6 p.m. We 
are now in daily talk with Berlin and Stuttgart, and the 
other centres include Paris, Brussels, Antwerp, Amsterdam, 
Rotterdam, Nice, Boulogne, Marseilles and Lyons. No other 


“opportunity may occur to me of telling a story—and there 


is no excuse here as it does not relate to the context at 


all—but Lyons reminds me of a raw provincial junior who 
He spoke | 
to the typist of the drawee, who said: ‘‘ I’m very sorry, but | 


was sent out by me with a bill in Manchester. 


Mr. —— is not in. He’s gone to Lyons.’’ The junior 
reported to the bank, and added: ‘I’m going again in ten 
minutes, when he’ll sure to be in.” A little while later a 
girl’s voice on the telephone complained to the bank that 
she had already told the messenger that her employer had 
gone to Lyons, ‘“‘so why send him round again?”’ 


abnormal. Every European country wanted to buy grain 
and other produce. Paris bought enormously from South 
America, and the amounts turned over on the London 
foreign exchange market were huge. The previous years 
had been wasted, literally wasted—there had been a sacrifice 
of manhood and womanhood, and of blowing into the air of 
millions of pounds of material. Our export trade dwindled, 
our import trade mounted by leaps and bounds. Our workers 
at home and in the field were, in addition, fed and clothed 
at the expense of the State. Many were earning who had 
never earned before, and amounts two to eight times what 
they used to receive or what they would have received for 
similar work in peace. Manufacturers’ profits were swelled 
to embarrassing proportions, at least on paper, and yet there 
was a shortage of commodities, foodstuffs, clothing, and 
everything that made for social wellbeing. This alone, apart 
from inflation of currency, would have raised prices, but there 
was a reckless spirit in addition. The thrifty saved more and 
spent more, the thriftless spent all they could get. We all 
had money to burn, and the grate was so small that it 
became choked with the mass of paper thrown into it. 


Things came to a head in 1921, when the index figure, which 
in 1920 was 295, fell to 182, and subsequently fell in 1922 to 
159. The consumers’ strike was called, and prices came down 
with arush. Small wonder that in these unnatural circum- 
stances the amounts dealt in in foreign exchange were very 
large, and those handling them occasionally lost their sense of 
perspective or saw in the colossal transactions an opportunity 
to practise fraud. 


(3) Exasticrry 1n Concervine anp RecomMMENDING SysTEMs 
or Books. 


Books are comparatively short lived now-a-days owing to 
the volume of entries and multiplicity of accounts. Such an 
entry in the postage book or under ‘ stationery” as 
‘* matches, 2d.” is nolonger permissible. You gentlemen have 
seen tothat. Somewhere in the profit and loss ledger there is a 
suitable account to which an inquisitive shareholder could 
reliably guide his inquiries. The director of the business 
likes these accounts. He wants comparisons in postage, 
telephone, cable and salary accounts. He watches stationery, 
brokerage and commission, as also bank charges, and if some 
of these things were grouped he would be put to endless trouble. 
We therefore have many opportunities as new books are 
acquired of benefitting from the latest inventions of incor- 
porating advantages month by month, in ordering. Loose-leaf 


ledgers have been in use in foreign exchange in all the principal 


banks for some years, and I don’t know of any fraud due to 


‘this. I do know of great inconvenience in a branch bank due 


Subsequently that junior had it very carefully explained to 


him by a wag in the office that a town in France had been 
named after the popular caterers! 


The last remarks under this heading bear upon the 


immense international settlements that have had to be made, 
due to the war:—indemnities, debt settlements, government | 


orders, government sales of surplus stock. Our debt to the 


United States is being paid at the rate of half-a-million | 


dollars a day, and by 1984, to which year we continue 
payments, we shall have paid in all $11,105,965,000. These 


dollars are acquired by the Government in various ways and | 
at different times, but a number are bought on the market 
and constitute a continual drain, which, together with other’ 


factors, tend to keep the dollar rate per £ down. 
When war concluded there was a relaxation of discipline, 


and an orgy of buying setin. Purchases of sugar alone were | transaction, assuming that the forward transaction had been 


to the removal of a big bound ledger for two months asa 
protest against staff restrictions. That must have been an 
occasion when the overdrawn accounts whose names came 
within that L-M ledger enjoyed unexpected freedom. Access 
to books is vital, and old pages must be removeable to 
different binders so that reconciliation of accounts or 
preparation of statements may proceed without interruption 
to others. All short cuts and assistance, therefore, must be 
offered by the accountant when conceiving and recommending 
systems and when practising the audit. Before passing to the 
last point one must refer to some of the possible ways in 
which fraud can be practised. It is impossible to indicate 
every way in which irregularities have been worked, but one 
or two recur. 


Exchange sold for a forward date will obviously not mature, 
and unless the transaction was covered immediately an 
opportunity is given to wait until a profit could be seen on the 
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done asa speculation. It therefore should be laid down as a 
regulation that every transaction of any sort involving the 
sale or purchase of foreign exchange should be made the 
subject of an entry in the book-keeping system, and this 
involves a little more than passing the entry and covering, 
say, a sale by a purchase. For example, it would be quite 
possible to sell francs for delivery December 31st to somebody 
and buy a similar number of francs for January 31st. In the 
book-keeping system francs would go through level, sterling 
would probably show a profit—certainly in French francs at 
the moment where there is a discount on the forward. 
But it is at once obvious that there is a gap of one month in 
the currency which would have to be bridged at December 31st 
and an operation entered into to purchase francs for a month, 
Exactly what price would have to be paid for that accom- 
modation when one arrives at December 31st of course cannot 
be fixed now, unless the period is definitely covered. But it 
is obvious that a sale or purchase for December 31st must be 
covered by a purchase or sale as near to December 31st as 
possible. It is of course often impossible to cover day for 
day, but it should be limited to a few days, and this can only 
be ascertained by the accountants by consulting the forward 
diary, if such a book exists. If it does not exist it should at 
once be brought into use. 


Another form of fraud is that known as ‘‘ kite-flying.” 
When a man draws a cheque and induces a tradesman to take 
it over the week-end he has a certain amount of accom- 
modation until Monday, or if he hands over a country cheque 
to the tradesman he has two days grace due to the time taken 
by that cheque to arrive at its destination for payment. If 
the cheque is not met he is described as having issued a 
‘*stumer’’ cheque. Cheques drawn by a bank or financial 
house on a New York bank or other long-distance place purely 
to raise the wind are described as ‘‘kite-flying,’’ presumably 
because the accommodation goes further. 


Accountants should carefully watch the drawing of every 
dollar cheque, or cheque drawn in currencies of distant 
countries, because such cheques are sold in London to-day for 
sterling and do not arrive at their destination for 7, 8, 10, 14 
or 21 days, as the case may be. 


Two days before expected arrival the operator can purchase 
equivalent currency telegraphically for delivery the following 
day in order to meet that dud cheque, and to finance this 
telegraphic purchase he can sell another dud cheque, and, as 
the numerous frauds have proved almost invariably, the 
amounts of these cheques grow until large figures are being 
dealt in, and when some system or somebody calls a halt the 
cheques on the water are not met on arrival. 


Continual balancing of the accounts should be arranged. : 


This brings us to our last point :— 


(4) Frequent anp Runnine Aupirts. 


This point is self-explanatory. If accountants can be 
spared to call in every fortnight for half a day they can keep 
track of the current business and keep their work up close. 
Also, far more important, the men handling the business are 
familiar with the queries likely to be raised and can give 
prompt information if the matters are current, whereas in a 
year’s time the incident will have faded from their recollection. 
Nor can the accountant press such men with the same force 
as they can when the incident is recent. A man who has, 
therefore, something to hide finds his excuse in pretending 
ignorance. Moreover, is not the position of the accountant 
considerably strengthened and his profession honoured if his 
work is preventive as well as detective, for it is not very 
dignified to appear at the funeral of the company or client 


and read the will disposing of the assets. This is the 
solicitor’s work. 


Let one word be spared for suspense accounts. A suspense 
account is, as its name implies, for items in suspense, and 
every amount posted to a suspense account should be taken 
off as soon as possible and the debit and credit cross-ticked. 
Suspense accounts must be watched as they form a convenient 
place for shunting an amount. Let me give you a spontaneous 
definition of suspense accounts—they are commercial sidings 
in which financial goods rot. 


In conclusion, a deplorable feature of our modern trading 


‘is the lack of directorship, or rather active directorship. 


Experienced men’s names appear on the boards of companies, 
and those names should represent concrete advantages in the 
way of up-to-date management and effective development 
which would habitually be associated with such men’s work, 
but the fact is that they hold so many of these offices in some 
cases that very little attention is given to any one firm with 
whom they are associated in this way, and their name becomes 
a name only. Attention to this has already been drawn by 
our influential magazines, and if by chance this inattention, 
literally inability, to attend to the business of a company 
on the part of its directors was accompanied by inefficient 
accountancy or tardy accountancy, then all the conditions 
are present that could produce inefficiency and trading loss. 


Discussion. 


The Cuarrman: I am sure we are all very much obliged to 
Mr. Phillips for the very enlightening lecture he has given us 
to-night on Foreign Exchange in London. I noticed in one 
part of his lecture he referred to it as ‘‘ new businees”’ in 
foreign exchange, but I do not think that remark was 
altogether justified. Foreign exchange has always existed. 
He spoke also about getting back to universal money. Now, 
universal money did exist, and was the backbone of foreign 
exchange and most of the important currencies right up to the 
great war. What has happened is that the sound money has 
disappeared and has been replaced by the local currencies of 
every country, and that has led to exchange becoming toa 
very large degree a gambling counter liable to the most 
extraordinary variations. As Mr. Phillips has said, you can 
have frances varying all day long and every transaction may 
be at a different price. In the old days gold was the solid 
standard basis throughout the world—as, indeed, it really is 
to-day. Well, that gold was ‘‘ universal money,” and it is the 
attempts to depart from it that have led to the foreign 
exchange business as we know it to-day. When our sovereign 
was the king of the exchanges we never had the trouble we 
have now; the variations were so slight as to be almost 
infinitesimal. We had cambists and arbitrageurs—I rather 
hoped that Mr. Phillips would have dealt with that—the 
cambists being the dealers in exchange, and the arbitrageurs 
the men who used to operate outside England and play one 
market off against another and thus gain fractional profits. 
Someone, for instance, might buy pesetas in Spain, transfer 
them to lire in Italy and finally exchange for Swiss franes. 
That was the old system and it was sound, but to-day you 
never know when a country is going to throw out a vast 
amount of paper. You saw what happened in France when 
the franc when down to 249 to the English £. Happily our 
paper currency is strictly limited; we cannot exceed the 
previous year’s average, and you may fairly safely believe that 
we shall never exceed 300 millions of paper pounds. This is 
a great advantage as it keeps our exchange at the height 
it is to-day in comparison with others where that advantage 
does not exist. Take that little incident mentioned by Mr. 
Phillips, where a nation dropped a shell on the beach of 
another nation’s island possession. It cost the former nation 
60 million lire, and those lire were bought and paid for in 
London. Why,I do not know; probably they were cheaper 
here. That would represent in the old days something like 
£2,400,000, but I do not suppose it would take £500,000 to 
purchase those lire to-day, seeing how the exchange has gone. 
Well, those are points that you can all look into for yourselves. 
There is one very valuable book that was written on foreign 
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exchanges by Goschen; I think every student who takes the 
slightest interest in this matter should read that book. 
Professionally I have had a great deal to do with these 
exchanges, and some of the detailed questions I have en- 
countered will come before students. To describe one 
operation: Forward exchange is bought or sold, and it is 
debited or credited in the forward exchange book until 
it becomes ‘‘spot’’; then it is debited or credited in the 
“spot” account. Of course you know what I mean by “spot” 
—immediately prompt payments. Those things are kept 
track of, as are all the transactions from day to day, so that 
they can be turned up and dealt with easily, and currency 
balances finally adjusted. It would have been very useful if 
Mr. Phillips had been able to devote a little time to that 
subject. It was very nice of him to enlarge so much upon the 
value of accountants and accountancy in this business, but it 
is a terrific business. Nobody knows the enormous number 
of transactions that go through in the course of a day, and 
I think it is very sanguine of Mr. Phillips to think that 
accountants going in once a fortnight to check the accounts 
could keep track of them or keep them close up. Unless it 
is done daily, or at the outside weekly, I think it is physically 
impossible for any accountant, unless he keeps the whole of 
his staff on it, to keep track of these exchanges, the diversity 
and volume of them is so great. Then there is another 
feature in exchange operations that I think would have been 
useful if Mr. Phillips had illustrated it to you, and that is 
what they call “compensations.” It is a very peculiar 
Operation. You may have various dealings on various 
exchanges with the same party or with other parties, and 
these dealings are transferred, or brought into relation one 
with the other, in what are called ‘‘compensations.” in the 
books. It is almost like aclearing house; there is a balance 
at tae end, which is paid over to whoever may be entitled to 
it, but only the final balances are dealt with. They are called 
‘*compensations.” It is a very interesting and a very difficult 
operation, and one which accountants, when they come across 
them, will have to follow and investigate very closely, because 
through those compensations there may be a great danger of 
error. I will not detain you any longer. We are all very 
much obliged to Mr. Phillips, and I am sure some of you 
would like to ask him questions on the able paper he has read 
to us to-night. 


Mr. 8S. E. Srraxer: We have been told of the operations 
of an arbitrageur, where the rate at which Swiss francs 
purchased in Italy differs from the rate at which they could 
be purchased in London. I was interested in the Lecturer’s 
Tremark that he could get a reply from New York in two 
minutes, and I was wondering whether, in view of the 
quicker means of communication, those operations exist 
to-day. There is another form of arbitrage—where the rate 
obtainable in Paris on London, as against the rate in London 
on Paris, varies very slightly. For example, to-day the 
exchange in London is about 1683. and in Paris it may be 
168}, so that a man stands to make possibly 250 francs on 
a £1,000 deal. I was wondering also whether that still 
exists. If so, perbaps the Lecturer would explain the system 
of accountancy by which the London operator shows that 
profit of 250 frances. As far as I can make out, the sterling 
debit and credit in his ledger would both he the same; he 
sells £1,000 and his agent in Paris buys £1,000. Do the 
francs enter into the double entry and balance on a T.B. 


Mr. Putures: When you are talking to New York in this 
two minutes conversation by cable (although soon we shall 
speak by telephone), you can, of course, deal in any currency. 
You can deal in your own sterling against their dollars, or you 
can buy their dollars and offer them pesetas; or you can do it 
more intricately than that: you can buy dollars from them 
and offer them Swiss francs, You can get on to Switzerland 
and you can work in dollars at the same time, getting your 
Swiss francs to hand to New York. That arbitrage work is 
done just the same as it was before, with this difference, that 
it is now done quickly. In those days it was done by letter or 
cablegram, but now it is done instantly by trunk calls and 
urgent cables. You can deal in anything at a moment's 
notice. Paris—London and London—Paris are the same 
thing; there is no difference at all. When you are talking 
to Paris, the exchange rate may be 168.50 and that is the 
rate at which you do the transaction. You buy at 168.50 and 


he sells to you at 168.50. You may sell at 168} here in London, 
and that makes your profit, but there is no difference between 
you and Paris when you are talking together. You agree a 
rate and deal at that rate; there is no such thing as 168} 
Paris on London and 168} London on Paris. 


Mr. Srraxer: I was referring to a man dealing with his 
agent in Paris. 


Mr. Patties: You mean, in other words, what I do with 
francs when I have bought them, and what he does to get the 
franes he is selling to me, and what did he make between 
what he paid for them and what he charged me for them. 
Of course, he has his market there, and I have my market 
here, but we deal together at the same rate. If you are 
dealing through the market here, a broker charges one rate to 
both buyer and seller, and gets a fixed brokerage. 


Mr. Srraxer: So that the kind of transaction I have 
mentioned does not arise now ? 


Mr. Puituirs: No; that was only possible at the time when 
wires passed, and by the time the wire arrived the market had 
moved. If he dealt in £1,000 he would get more francs. He 
would buy at present rates, say, 250,000 francs, and sell 
240.000, which would leave him with 10,000 on his books. 
He would send a form to Paris to this effect: ‘‘ We have this 
day bought so much at such and such a rate for £1,000, which 
latter amount we have placed to your credit at the——Bank, 
London.” All his accounts in foreign currencies are kept in 
four columns. On one page would be shown francs bought, 
and on the other page francs sold. In the second column on 
the left would be shown sterling paid for it, and on the other 
page sterling realised. If he did only that deal his sterling 
would be level, but his balance of francs would be 10,000, and 
if the auditor applied the guillotine that night he would say 
‘* If I close business to-night my profit is so much.’’ He is 
perfectly justified in debiting his sterling with £40 for 10,000 
francs. ‘Then his credit currency balance is 10,000 francs, 
and his debit sterling balance £40, the latter amount having 
been placed to profit on exchange; but by the next morning 
he has probably sold that 10,000 and a great deal more. 


Mr. C. E. Wakerna, Incorporated Accountant: Iam rather 
in a quandary this evening. Coming along in the ’bus I read in 
a paper that 5,225 tons of coal were exported in September 
at a value of £4,120, or less than £1 per ton, and I thought to 
myself ‘‘ We shall hear from the Lecturer to-night all about 
foreign exchanges and how a ton of coal can be got for less 
than £1. (Laughter.) But I am still in a quandary, and 
Mr. Straker’s questions seem to make the position more 
bewildering. Can you enlighten me as to how! can get a ton 
of coal for a pound ? 


Mr. Patuires: Show me the paper. 
Westminster Gazette? (Laughter.) 


Was it in Bart’s 


Mr. D. N. Crick, Incorporated Accountant: If you turn up 
the transactions of the past year or two you will find a very 
interesting lecture on ‘‘ Foreign Exchange in the Books of a 
Merchant,” delivered by Mr. Spence. The Lecturer made 
special reference to the Japanese exchange. Last session also 
Mr. Colbert read a paper on ‘‘ The Gold Standard,” which 
will suffer a second perusal in. connection with the present 
lecture. It is difficult to digest these things all at once, but it 
1s a long time since I came toa lecture and heard such a 
forbidding subject turned into a fascinating one. 


Mr. C. J. G. Hueues, LL.B., A.C.A.: I have listened to 
Mr. Phillips’ lecture with much interest, and I am hoping to 
be able to find time to read his book on the subject. One hears 
and reads a great deal about foreign exchange now-a-days, 
the subject being dealt with in almost as many ways as there 
are writers, but I must say that this evening’s lecture bas 
been extremely interesting. There is one point on which I see 
eye to eye with Mr. Phillips, and that is with regard to 
continuous or running audits. I think it is a point which 
greatly concerns us as accountants and covers a field far wider 
than that referred to by Mr. Phillips this evening, namely the 
audit of foreign exchange transactions. -I cannot help es 
that in cases where the system of internal check is weak, an 
a fraud has been going on for a long time and is not detected 
until the annual audit, it does cast a certain amount of 
reflection upon the profession. Great prominence is given to 
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such cases in the papers, and the names of the accountants 
are invariably mentioned. It does not seem to be recognised 
that in many cases the fraud should have been discovered by 
the internal staff and not by the outside auditor, who possibly 
attends only once a year, but the latter, generally speaking, 
gets the blame. People are inclined to say ‘‘ What is the use 
of an audit—it does not prevent fraud?’’ If the audits are 
continuous or at short periods the risk of such occurences is 
greatly diminished. I would like to ask Mr. Phillips one 
question, and that is with regard to covering forward 
transactions. Is it customary to cover every transaction as 
and when made, or merely to strike a balance at the end of 
each day and then to cover that balance? ‘Ihus, if a dealer 
sells forward, is it customary immediately to cover that 
particular transaction by buying forward for delivery at the 
same date as the sale? 


Mr. Puiurs: With to dealings forward, every 
transaction, whether it be ‘‘ forward ’’ or ‘‘ spot,’’ is covered 
at once provided it is marketable. You keep two sets of 
accounts in currency, the ordinary ‘‘ spot”’ account and the 
ordinary ‘‘ forward ”’ account. They have those four columns 
of which I spoke, two on the debit and two on the credit side 
of the ledger. The forward transactions you post to the 
forward account just the same as spot deals, and whenever you 
want to look at your position, currency or sterling, you marry 
the two accounts. You can then say that your currency 
position is so much, and you know that you are either 
‘*short’’ or “long” of francs with corresponding long or 
short sterling. When a forward transaction crops up and 
@ man wants, say, 185,000 francs for end-March, you 
immediately buy ‘‘spot”’ franes because that is the moving 
market. That is the market in which the rate moves 
momentarily. When you have got your francs, you can hold 
them until the end of March if you like; you are quite safe 
and your position is protected. But there has been such a 
market in forward exchange that it is now itself quoted at a 
rate, and after you have bought those francs you can go back 
to the forward market, which is a quieter market —the rates 
do not move quite so much—and you can turn those francs 
out from now until the end of March—and, as we are talking 
about French francs, you can earn something from them. 
That is the transaction you cover. You turn the francs out 
to grass, so to speak, until the maturity date, when they come 
in from the man to whom you have temporarily sold them in 
the market and they are handed to your customer. But every 
one of these transactions is made the subject of an entry, and 
subsequently, at the end of the day, you say to yourself 
(of course you have to group all the dates as far as possible) — 
you say ‘‘I have sold a lot of currency forward to my 
clients. On balance, to the end of January, I bave sold so 
much, and I have bought it all in on the ‘“‘spot’’ market 
to-day. I must therefore sel] it for the time, because I do 
not want to hold it in Paris and lock up my sterling.” 
You sell it therefore and get whatever the market will give 
you. If the forward exchange is against you you will have 
to pay something, but of course you will have already charged 
your client the equivalent premium in the first place. 


Mr. W. Avpison: The Chairman spoke of the English 
sovereign as being the standard of value before the war. 
I was connected with a-firm which imported large quantities 
of pasteboard from Southern Germany, and when we put 
through the first transaction we paid for it by cheque. After 
two or three of these transactions the seller demurred and 
asked to be paid in marks, which we had to buy from 
Montagu’s. I wondered if there was any reason, beyond 
convenience to himself, for his asking to be paid in marks 
instead of in sterling. 


Mr. Puriiirs: Perhaps that particular man in Germany did 
not know anything about our sterling and he would not ask 
anybody else. If he had been told he probably would not 
have understood, so he just asked to be paid in marks, which 
he understood and which were legal tender in Germany. 
I should like to reply here to the Chairman’s remarks if 1 
might be allowed to do so. Exchanges were a little more 
stable in the days Mr. Webster referred to, but there were 
still fluctuations, and you often saw a decline in the value of 
the £ in terms of dollars. What the Chairman means is that 
there was a universal recognition of a base for currency in 
gold in those days, which we cannot afford to have at the 


moment. That is why you have not got sovereigns in your 
pocket; we cannot afford to have gold at the moment. Until 
we get back to that state when we can relate all our inter- 
national payments to a recognised standard like gold (it bas 
got to be done by agreement), we are to that extent in this 
unenviable state. If I were at Mr. Webster’s ebow all day 
I do not think he would have quite so much trouble in 
connection with foreign exchange business. My subject 
to-night was ‘‘ Foreign Exchange in London To-day,’’ and 
I carefully steered clear of uninteresting and dry material in 
order to put my pills in jam. You have been very good to me 
to listen so carefully. That amount of 60,000,000 lire, which 
has been referred to, came to London because it was the best 
place to buy it in, just in the same way that your wives go to 
your local market because they know how to feel the heart 
of a cabbage or a lettuce even if they cannot sometimes 
understand the heart of a man. (Laughter.) The question 
of operations forward I have dealt with. The audits that 
I suggest should be continuous are the same audits that you 
do periodically, but a portion of the work could be got on with 
et ip some of the queries that are raised at the end of the 
period could be settled beforehand. A lot of your auditing is 
psychological. You know when something is going wrong— 
at least a good anditor generally knows. He knows it by those 
little signs by which a cashier at a bank, tehind a grille, is 
often able to tell that a man presenting a cheque, or a cheque 
that is being presented, is not quite good. It may be a little 
nervous movement of the man. That is the way, as well as 
by the actual, plain, methodical adding and ticking up of 
rows of figures. With regard to *‘compensations,’’ it is 
obvious that at the end of one day one bank will have sold to 
another numerous parcels of francs on Paris and will have 
bought some at the same time, so that on balance one bank 
owes the other perhaps 750,000 frances. It is useless to ask 
the Paris bank to make all these individual transfers and to 
receive back the other individual amounts; it is much easier 
to say ‘‘ compensate the currency, and you pay that 750,000 
francs to my Paris bank.” A strong point to insist upon with 
all the ‘‘compensations”’ you audit is this: sterling in full 
for each deal in that however long list of compensations. 
There are many reasons for that, which I cannot enter into 
here and now. 


Mr. WaxkeLine proposed a vote of thanks to the Lecturer, 
which was seconded by Mr. W. D. Menzies and carried 
unanimously, and a vote of thanks to the Chairman 
terminated the proceedings. 


INCOME TAX FRAUDS. 


Judge and Policy of Commissioners. 

Sentence of six months’ imprisonment in the second 
division was passed at the Old Bailey, on March 31st, on 
Thomas Carsberg, 68, formerly licensee of the George and 
Vulture public-house, High Road, Tottenham, for making 
false income tax and super tax returns by which the Inland 
Revenue lost £7,900. Defendant was also fined £1,000 and 
ordered to pay the costs of the prosecution. 

Sir Travers Humphreys, opening the case for the Inland 
Revenue Commissioners, said the defendant’s returns were 
false in three respects. He had omitted altogether the fact 
that he had a substantial income from interest on deposits 
in three banking accounts, he had omitted the majority of 
dividends he received from private investments, and he had 
largely understated the profits of his business as a publican. 
The false returns covered a period of six years. The Commis- 
sioners of Inland Revenue attached importance to the case 
from this point of view: In certain businesses, including 
that of publicans, books were not kept as in ordinary trade, 
but were practically confined to takings and expenses. 
It was believed that there was an impression abroad that 
the Inland Revenue would not prosecute in respect of wrong 
returns of such businesses because they could not prove the 
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exact figure that ought to be returned. It was well that 
persons should know in such circumstances the Inland 
Revenue would institute criminal proceedings although they 
were unable to prove any particular item to be false. 
Counsel added that defendant had repaid the money 
defrauded, and in addition had made an offer to pay £5,000 
by way of penalties. The Inland Revenue Commissioners, 
however, decided that it was a matter for a criminal court. 


Sir Henry Curtis Bennett, K.C., defending, said defendant 
had been in the licensed trade for 34 years when he became 
manager of a large public-house. He had been at the 
George and Vulture public-house, Tottenham, for eighteen years, 
and, apart from that case, he was a man of irreproachable 
character. He was a married man with nine children, the 
youngest of whom, an officer in the Royal Air Force, was 
killed in 1918. Since then defendant had been a changed 
man. With regard to his deposit interest, he was under the 
impression that the banks deducted the amount of income tax 
before paying that interest. 


Mr. Justice Talbot: I do not know why that is not done. 
I hope there is some good reason against it, because it is 
obvious to a plain man that that would save an enormous 
amount of trouble and bring in a great deal of money. 


Sir Henry also submitted that if Carsberg had taken 
legal advice at the outset and made ful] and frank confession 
of what he had done, the Inland Revenue Commissioners 
would have accepted a penalty. 


Mr. Justice Talbot: If that is the policy of the Commis- 
sioners it is obviously open to very serious abuse. A man 
might say ‘‘If I perpetrate an elaborate fraud on the Revenue 
and it is not detected it will mean a large sum of money to 
me, and if I am detected the worst that can happen is that 
I shall have to pay up.” 


Sir Henry: He would have to pay up three times over. 


Mr. Justice Talbot: That might mean a man with large 
resources would be in a better position than one without 
such resources. 

Sir Henry: No doubt those responsible have considered the 
matter in all its bearings, and have had in view the protection 
of the finances of the country as well as the individual. 
He added that Carsberg had suffered heavily as the result 
of his frauds. He had lost the respect of his friends and 
had had to sell his public-house upon the profits he had 
returned, which was under its value. He pleaded that in 
view of the mitigating circumstances Carsberg should not 
be sent to prison, but that the matter should be dealt with 
by a substantial financial penalty. 

Mr. Justice Talbot, in passing sentence, said that under no 
pressure of want, carrying on a thriving trade, Carsberg 
had deliberately and persistently done all he could, for the 
purpose of enriching himself, to escape paying his share of 
the revenue of the country. He had also lied persistently 
to the Inland Revenue offi er making inquiries into the case. 
“Tt is,” said the Judge, ‘‘one of the gravest features of this 
case that during the period in which you were committing 
those offences you were adding year by year largely to your 
invested property. In 1920-21 your income from investments 
was the comparatively small one of £263, whereas in 1925-26 
it had risen to £1,829. It is difficult to conceive a worse 
case. A Judge is bound to think of people who stand in 
that dock who have had little or no chance in life, and of 
whom it might be said that they are almost inevitably 
criminals, and yet notwithstanding that they have to be 
punished. That being so, it is impossible to treat this case 
Had you been a 
younger man your sentence would have been heavier.” 
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Rerent Changes : int 1 the Lalu of 
‘Property. 


A Lecture delivered before the Newcastle-upon-Tyne and 
District Society of Incorporated Accountants and Auditors by 


Mr. J. M. BAILY, O.B.E., M.A., 
BaRRISTER-AT-Law. 


Mr. Batty said: The subject on which I have been asked 
to lecture to-night is of a very wide nature, for never in the 
history of our law has such a mass of legislation on any 
subject been placed on the Statute Book at one and the same 
time as that relating to the law of property which came into 
effect at the beginning of the year 1926. Some idea may be 
gathered from the fact that the Acts which deal with the 
subject cover some six hundred pages of the Statutes, and 
according to a recent list some thirty-three sets of rules and 
orders covering some hundreds of pages of printing have been 
made in connection with the Acts. The changes effected by 
the Acts are chiefly in connection with the holding and 
transfer of land, and although these subjects do not come 
within the sphere of the accountancy profession, it is perbaps 
as well that any business man should have a general idea of 
the changes that have been made in relation to the law of real 
property, and, indeed, to speak of the recent changes without 
referring, at any rate briefly, to the most important would be 
a case of the play without Hamlet. But though the chief 
changes that have been wrought are in connection with land, 
we shall see that changes have also been effected in relation 
to trusts and the administration of estates, with which 
subjects accountants have much to do. These changes are, 
with one or two exceptions, not of great importance, but some 
are of considerable interest, and I propose to refer to the chief 
of them later. 


In the first place it may not be without interest to note 
briefly the genesis of the new legislation. Formalities and 
abuses in connection with the holding of land were first 
attacked some ninety years ago, when modern legislation on 
the subject first began. But the progress was slow, and 
although considerable improvements were made—notably by 
such Acts as the Conveyancing Act of 1881 and the Seitled 
Land Act of 1882—it has been left to the present Acts to finally 
sweep away the oid feudal rules and to effect a new system 
which claims to bring about simplification in conveyancing. 


The new legislation began with an Act passed in 1922, 
which is known as Lord Birkenhead’s Act. The aim of this 
Act was primarily to effect greater simplification in the 
practice of conveyancing and of investigating title without 
destroying the power to settle land, and its other objects were 
to assimilate the law of real and personal estate, to simplify the 
tenure of land, to abolish primogeniture, to make the devolution 
of both real and personal estate on death go in the same 
channel, and generally to amend the Acts dealing with real 
estate and trusts, and notably the Conveyancing Acts, Settled 
Land Acts and Trustee Acts. It was reported by the 
Committee appointed in 1919 to consider the position as to 
the transfer of land in England and Wales, that during their 
inquiry they became convinced that the main defects in the 
existing system of conveyancing did not lie either in the 
Conveyancing Acts or in the practice of conveyancing, but in 
the general laws of real property. 


The authors of the Act of 1922 accordingly dealt with the 
matter of land transfer in a wider fashion than was at first 
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intended, and this dealing was further extended after post- 
poning the coming into effect of the Act, which was intended 
to take place on January Ist, 1925, to the beginning of the 
present year. In the meantime, however, it was discovered 
that the Act was too unwieldy, and opportunity was taken to 
split it up according to subjects into different Acts, to amend 
what had already been enacted, to codify the law dealt with 
by the substituted Acts, and to make additions generally. 
These substituted Acts accordingly are those which came into 
force at the beginning of the year 1926. The chief of them is 
the Law of Property Act, 1925, and, though there are others 
of great importance to the lawyer, I will only here refer to the 
Trustee Act, 1925, and the Administration of Estates Act, 1925, 
which are of importance to accountants as well as lawyers. 


It is often asked why the transfer of land cannot be made 
as simple as the transfer of stocks and shares. If shares ina 
company are held by trustees or personal representatives we 
know that the persons who are the registered holders can give 
a good title to them, and that a purchaser or other person 
dealing with a registered holder is not concerned to see 
whether they are held on trust or otherwise than by the 
registered holder as absolutely entitled, and is not affected by 
notice of any trust. Moreover, a company does not take 
notice of trusts, and is under no responsibility if it permits a 
transfer to be registered so long as the registered holder 
makes the transfer. The only thing that can prevent the free 
transfer of shares by a registered holder is a distringas notice 
or a stop order. 


It is certainly desirable that the transfer of land should 
correspond as nearly as may be to the simplicity of transfers 
of shares, and the new legislation goes some way in the 
direction desired by making provisions whereby all land shall 
be vested in some person or persons of full age for the entire 
legal estate therein, from whom a purchaser can get a good 
title without the necessity of concerning himself as to 
subsidiary or derivative interests except within defined limits. 
But though a purchaser is thus protected, provision is made 
also for the protection of equitable or beneficial interests, 
and though the law as to the legal estate is fundamentally 
altered the existing law as to equitable interests still applies, 
and settlements may be made as elaborate as ever so long as 
such interests are kept out of sight—or ‘‘ behind the curtain,” 
to use a phrase that has been frequently used in this 
connection—and the legal estate vested in some responsible 
person or persons. 


The application of one of the new provisions will perhaps 
illustrate what I mean. Before the new Acts, where property 
was held by persons in undivided shares, it was necessary to 
trace the titles of all persons interested in the shares. In 
some cases the sub-divisions were very numerous, and there is 
a notable local example of property of great extent and 
importance which was held by members of a large family. 
Any dealing with property held under this title formerly 
necessitated the perusal of an abstract of about two hundred 
pages and the joining of close on forty persons in a conveyance. 
Under the new legislation all such complicated interests 
become vested in trustees, with whom, when the new law gets 
into working order, it will be possible for a purchaser to deal 
without inquiring into the interests of the beneficiaries. This 
is one of the most important and beneficial alterations effected 
by the new law. 


But though the new law takes a considerable step towards 
assimilating the transfer of land to that of shares, the peculiar 
nature of land and rights connected with its enjoyment does 
not permit of the absolute simplicity of transfer which prevails 
in the case of shares. There are important interests over 
land which a purchaser must reckon with by reason of their 


existence, such as first mortgages and the like, but there are 
minor interests, such as second mortgages, restrictive covenants 
and so on, with which he is not concerned unless they are 
registered. For instance, suppose a purchaser wishes to acquire 
land which is subject to a perpetual yearly rent, restrictive 
covenants, a first mortgage and a second mortgage. In such 
a case the first mortgage and rent charge constitute legal 
estates which prevail apart from any question of registration, 
but the restrictive covenants and second mortgage prevail 
against a purchaser only if registered. It will be realised 
how important, therefore, it is to see that second mortgages 
(and this includes any mortgage where the mortgagee has 
not the title deeds) are duly registered. The Act dealing 
with registration, the Land Charges Act, 1925, in extending 
and elaborating the system, carries out the object of enabling 
dealings with land to be effected with the legal owner. We 
have seen that, so far as derivative beneficial interests are 
concerned, a purchaser is not bound to make inquiry, and 
so as to minor outside interests in the land a purchaser is 
only affected if they are registered. 

Before leaving the subject of registration attention may be 
drawn to sect. 8 of the Act, which provides for re-registration 
of deeds of arrangement every five years, which is a new 
requirement. This applies to deeds of arrangement even 
if made before the Act, but a year’s grace is given for 
re-registration of such deeds. Another point in connection 
with deeds of arrangement may be noted: as already 
mentioned, the new legislation contains provisions for the 
protection of equitable or beneficial interests, and one of 
these is that where land is vested in trustees there must 
be at least two trustees or a trust corporation (i.e., the Public 
Trustee, or certain corporations, such as a bank) to give 
a receipt for money on the occasion of any dealing with land. 
This provision raised an awkward question in connection with 
deeds of arrangement when, as is so often the case, there 
was only one trustee. This difficulty has, however, been 
removed by an amending Act of 1926, which allows of one 
trustee under a deed of arrangement to give a receipt, 
and this is only reasonable having regard to the fact that . 
under the Deeds of Arrangement Act, 1914, a trustee may 
be required to give security, and if the creditors dispense 
with the security that is their own look out. 

It is impossible in a review of the changes effected by 
the new law to omit reference to the abolition of copyholds, 
not only because of the importance of the change but because 
of its historical interest. Sir Edward Coke wrote 300 years 
ago, in a book which has remained an authority up to the 
present time: ‘‘I need not stand to discourse at large the 
antiquity of the copyholders, but if you cast your eye beck 
to the past you shall easily perceive that copyholders, though 
very meanly descended, yet they come of an ancient house.’’ 
A modern lawyer writes: ‘Generally, copyhold tenure is the 
last shadow of the feudal system. It is entirely and hopelessly 
out of date, an irritating nuisance, and ought to be destroyed 
without benefit of clergy.’’ So copyholds have gone by the 
board. 

In abolishing copyhold tenure the rights of the lord to 
minerals and other matters have been preserved, but there 
are other incidents which have been swept away. As to these 
other incidents, elaborate provisions have been made for 
payment of compensation to lords of manors and their 
stewards, by whom transfers and other dealings with the 
manorial lands were controlled. Broadly speaking, the right 
to compensation must be enforced before January, 1936, and 
if this has not then been done the right to compensation 
ceases. The copyhold tenant can pay the compensation at 
any time during this period, but the lord cannot enforce it 
until after 1930; in other words, the tenant is given five 
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years grace for payment. The transfer of copyhold land 
was often troublesome and complicated, and in every case 
depended upon the custom of the manor in which the land 
was situated, and though there was a similarity in the 
procedure in many manors the diversity of customs was very 
great. Moreover, the descent on the death of a copyholder 
intestate differed according to the custom of each manor. 
The effect of the new legislation is to make land which was 
formerly of copyhold tenure transferable, and to pass, on 
death, in the same way as freehold property. There was 
but little copyhcld property in Northumberland, but in 
Durham a great deal of property was held on that tenure, 
the manors of the Bishops being very extensive, and the 
greater part of Sunderland was held on that tenure. 


Occasion will be taken later to say more about the abolition 
of the heir and the passing of real estate on an intestacy, 
but it will be sufficient for the present to say that on the 
death of a man intestate his real property henceforth passes 
in the same way as his personal property. 

The chief features, then, of the new legislation to which 
attention has been drawn are the assimilation of real and 
personal property, the.making of land to be all of freehold 
tenure, and the steps taken towards the simplification of 
transfer of land, in which connection it should be observed 
that technicalities to some extent. have been removed, though 
it is to be feared that others have been created. I have 
avoided reference to such thorny subjects as settled land, 
the alterations in the form of mortgages and many other 
important matters as being too technical to enable any general 
idea to be given. 

Attention, however, may be drawn to some points in 
connection with the duties of a receiver appointed by a 
mortgagee which may be of interest. 

The powers and duties of a receiver, and incidentally the 
rights of a mortgagee, are extended in sect. 109 of the new 
Law of Property Act. The powers conferred on a mortgagee 
when a receiver has been appointed to lease and accept 
surrenders of leases may by writing be delegated by him to the 
receiver, and the receiver may, if so directed by the mortgagee, 
fnsure. Another important incident is that the receiver shall 
ultimately apply all money received by him in or towards 
discharge of the principal money if so directed in writing by 
the mortgagee, and not be bound as before the Act to hand 
over moneys received by him to the person who, but for the 
possession of the receiver, would have been entitled to receive 
the income of the property. The extended rights conferred 
on a mortgagee in connection with a receivership will be 
foand useful in practice as they, to a great extent, obviate the 
necessity of a mortgagee going into possession to fully protect 
his rights. It must be remembered that though the appoint- 
ment of a receiver cain be terminated, a mortgagee cannot, 
except by arrangement, withdraw from possession, and that 
the appointment of a receiver is more advantageous tc the 
mortgagee than going into possession as the receiver is 
deemed to be the agent of the mortgagor, who is solely 
responsible for the receiver’s acts and defaults. 

We will now turn to the provisions of the Trustee Act, 1925, 
and the Administration of Estates Act, 1925 (hereinafter 
referred to as T.A. and A.E.A.). 

The Administration of Estates Act introduces two great 
changes in the law which will appeal to the man in the street 
more than any other alteration that has been effected by the 
new legislation. They are the abolition of the right of 
primogeniture, and the new rules as to the distribution of real 
and personal property on a person dying intestate. It is too 
wide a statement to say that primogeniture has been abolished, 
for the right to exercise the custom of primogeniture as 


distinguished from the right itself remains, and there is 
nothing in the new legislation to prevent the settlement of real 
estate as heretofore on successive eldest sons in tail except that 
such settlement must be made through the medium of trusts and 
kept ‘‘ behind the curtain”’ so far as anyone dealing with the 
legal estate is concerned. But the right as distinguished from 
the custom has gone, and after 1925 heirship with its incidents 
of estate by the curtesy and dower will practically be a thing of 
the past, and on an intestacy real estate will devolve in the 
same way as personal estate. The abolition of a right in 
favour of an individual member of a family to the exclusion 
of other members, which owed its origin to the feudal system 
and has survived its object for many centuries, is to be 
commended, especially as its application was in the main 
fortuitous, and frequently resulted in hardship and 
inconvenience. The Act, moreover, effects radical changes 
in the devolution of personalty on an intestacy, and the 
placing of a wife or mother on the same footing as a husband 
or father which is brought about is a notable change which 
arises out of the recognition of the new era of equality of 
the sexes, a change which has been as prompt as the 
abolition of heirship has been tardy. 

Beyond the alterations in the law as to devolution of the 
estates of intestates, the Administration of Estates Act and 
the Trustee Act do not affect the general principles underlying 
the law of property, but re-enact existing law with alterations, 
some of which are made with a view to perfect the new 
system of conveyancing in detail, and others are amendments 
of the law of trusts and administration of estates generally. 
The general characteristic of the Acts is to extend the powers 
of trustees and personal representatives, and such powers are 
now made so wide as to make it almost a matter of 
speculation as to what a trustee or personal representative 
cannot do. At the outset it is to be observed that on the one 
hand the Trustee Act, except where expressly provided, applies 
to trusts, including executorships and administratorships, 
whether constituted or created before or after January Ist, 
1926, and the powers conferred by the Act, unless the Act 
otherwise provides, are additional to any powers expressly 
conferred, subject to any provisions to the contrary in the 
trust instrament (T.A. 1925, sect. 69). On the other hand 
the Administration of Estates Act does not, save where 
otherwise expressly provided, apply in the case of persons 
dying before 1926 (A.E.A. 1925, sect. 54). 

In the time at our disposal it is only possible to draw 
attention to some amendments of the law in connection with 
matters in which accountants are more or less interested. 
Taking the Trustee Act first the following points occur :— 


The Trustee Act, 1925. 
INVESTMENTS. 

The first part of the Trustee Act deals with the subject of 
investments. It used to be said that a good investment clause 
was the backbone of a settlement or will, but the range of 
investments has been so extended during recent years that it 
would seem almost advisable to restrict rather than extend 
the range of investments. ‘The range has not been further 
extended by the new Act, but trustees are given wider powers 
in relatioa to investments than heretofore, the most noticeable 
being the provisions allowing of bearer securities (sect. 7), the 
powers to agree not to call in a mortgage for a period not 
exceeding seven years and to leave money on mortgage on the 
sale of trust property to the extent of two-thirds of the 
purchase money, and the powers to agree to schemes of 
rec »nstruction and amalgamation of companies in which the 
tcust money has been invested and to subscribe for securities 
in such a company offered to the trustees as shareholders, 
and to deal with such offers (sect. 10). 
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e . 
GENERAL Powers or TrusTEEs AND Personal REPRESENTATIVES. — Powers or THE CourRT. 

The next part of the Act, which deals with the general | By sect. 42 power is given to the Court, when appointing a 
powers of trustees and personal representatives, in the main corporation other than the Public Trustee to be a trustee, to 
repeats existing law with amendments of minor importance. ‘authorise the corporation to charge for its services, but this 
There is, however, one important alteration which will prove does not extend to the case of an individual trustee. In this 
peter agnp ote np rate phe beg gee hebren orercer 

. sect. 23, which authorises trustees to employ and pay a solicitor 
held that a trustee cannot appoint an attorney todoanything but or other agent, does not extend so as to allow of a 
ministerialacts. Sect. 25—which is modelled on the Execution professional man who is employed as a trustee charging for 
of Trusts (War Facilities) Acts, 1914 and 1915—now allows of his services, and the usual clause authorising such charges 


a trustee, if intending to remain out of the United Kingdom 
for more than a month, to delegate to any other person all or 
any trusts, powers and discretions vested in him as trustee 
either alone or jointly with any other person or persons, but 
a person being the only other co-trustee and not being a trust 
corporation may not be appointed an attorney under the 
section. The power of attorney will have to be filed in the 
Central Office within ten days of execution, and if it confers 
any power to deal with land it must also be registered at the 
land registry. 

Another point which may be noted in connection with the 
general powers of trustees is the powers given by sect. 22 (4) 
to trustees to have the trust accounts audited by an inde- 
pendent accountant unless the trust instrument shows a 
contrary intention. This power, however, is confined to an 
audit not more than once in every three years unless the 
nature of the trust otherwise requires. But in many cases an 
annual audit is customary, and if that is desired express 
provision should be made in the will or settlement that the 
restriction is not to apply. 


INDEMNITIES. 

Under the head of Indemnities sect. 27 re-enacts the 
provisions of Lord St. Leonard’s Act as to advertisement for 
creditors and others having claims against an estate. The old 
law only applied to personal representatives who by advertising 
could proceed to distribution without being subsequently 
liable in respect of claims of which they had not notice, 
including those of unascertained next-of-kin. The new law 
extends to trustees, and enables trustees as well as personal 
representatives to distribute the estate among the persons 
interested in the absence of notice of other claims. But the 
section is without prejudice to the right of any person to 
follow the property into the hands of any person other than a 
purchaser, and trustees and personal representatives must, 
where land is being dealt with before proceeding to distribution, 
make such searches under the Land Charges Act, 1925, as a 
purchaser ought to make. The benefit afforded by the section 
cannot be excluded by the trust instrument. 


APPOINTMENT AND DiscHarGE oF TRUSTEES. 

Sects. 34 to 40, which deal with the appointment and 
discharge of trustees, re-enact existing law with some interesting 
additions and alterations, which, however, mainly interest 
lawyers. Two matters, however, may be noted. Sect. 34 limits 
the number of trustees who may be appointed trustees of a 
settlement or disposition upon trust for sale of land to four. 


ought accordingly to be inserted in wills and settlements as at 
present. Cases frequently arise in connection with trusts 
where it may be desirable to do something which is not within 
the powers of the trustees. In such cases the Court has 
hitherto only supplemented the powers of trustees under 
certain circumstances such as necessity or salvage, but sect. 57 
extends the power of the Court so as to enable orders 
to be made in practically any case where the Court may 
think fit so to do. 


Administration of Estates Act, 1925. 
ExEcuTors AND ADMINISTRATORS. 

Sect. 12 restricts the number of personal representatives to 
whom representation may be granted to four, and provides 
for there being at least two personal representatives or a trust 
corporation where administration is granted to an estate in 
which an infant is a beneficiary, or in which a life interest 
arises, and in such a case a second person representative may 
be appointed by the Court on application being made. 


ADMINISTRATION OF ASSETS. 

Sects. 32 to 44, which come under this heading, deal 
with matters of considerable moment, and some important 
alterations are made in the law. 

An effect of the Act is to abolish the distinction between 
' Jegal and equitable assets and to enable a personal representa- — 
tive to exercise his right of retainer against any part of the 
assets. If the estate is insolvent, then, whether administered 
in bankruptcy or not, the law of bankruptcy with respect to 
the administration of assets of persons adjudged bankrupt 
willapply. If the estate is solvent, then in the absence of any 
direction in a will amounting to an appropriation of a 
particular fund as a primary fund for the payment of debts 
the order prescribed by sect. 34 (3) and set out in Part II of 
the First Schedule to the Act will apply as between the 
| beneficiaries. The order at first sight seems to differ 
' considerably from that formerly applicable, but the difference 
chiefly, if not wholly, consists of putting realty and personalty 
| on the same footing. 

_ Sect. 33 provides that on the death of a person intestate as 
| to the whole or any part of his real or personal estate, such 
| estate shall be held by his personal representatives upon trust 

for sale and conversion, but so that, unless required for 
| peaperee of administration owing to want of other assets, 
| personal chattels be not sold except for special reason, the 


If at the commencement of the Act there are more than | residue after payment of funeral and testamentary expenses 
four trustees of such a settlement or disposition all can and debts being termed “the residuary estate of the intestate,” 
continue to act, but new trustees cannot be appointed until the destination of such residuary estate being provided for 
the number falls below four, and then only up to that number. later by sect. 46. If any person interested in such residuary 
Formerly a person making an appointment of new trustees estate is an infant or entitled for life the personal representatives 
could not appoint himself as a new trustee, but now sucha must invest the shares so held. Very full powers of manage- 
person can under sect. 36 appoint himself. Such a power is | ment not only in such a case but also in any other case are 
undoubtedly useful in many cases, but it is capable of | by sect. 39 given to personal representatives, who not only 
abuse. For instance, it will be possible for a husband and | have all the powers incidental to their office but also those of 
wife, who have power to appoint under a marriage settlement, trustees for sale. Sect. 40 also confers on them powers for 
to appoint themselves, which would be an obviously undesirable | raising money for the purpose of giving effect to beneficial 


arrangement. interests. 
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Under the existing law the powers of personal rep-esenta- 
tives to appropriate parts of the estate to the various 
beneficiaries has been limited notwithstanding the provision 
in that behalf contained in sect. 4 of the Land Transfer Act, 
1897, for that section has remained a dead letter owing to the 
fact that the rules required by it have never been made. But 
now under sect. 42 personal representatives are given elaborate 
powers of appropriation. A question, however, arises as to 
whether a personal representative can make an appropriation 
in his own favour, for the section does not expressly authorise 
this being done. 


Another important power is that given by sect. 42 which 
enables personal representatives to appoint trustees of infants’ 
property where such trustees are not appointed by the will, 
and thus obviates the necessity of payment into Court. 


In future the questions which have arisen in the past as to 
whether an assent by executors is to be implied will not arise 
in connection with dealings with the legal estate in land, for 
any such assent must be in writing (sect. 36). The section 
contains elaborate provisions as to the effect of assent or 
conveyance by personal representatives, and will be found 
useful. 


Another point that may be noted is the recognition by 
sect. 37 of the decision in Hewson v. Shelley ( (1914) 2 Ch., 13) 
the section providing that all conveyances of any interest in 
real or personal property made to a purchaser either by an 
executor or administrator are valid notwithstanding a 
subsequent revocation of the probate or administration. And 
lastly, sect. 35 re-enacts the provisions of the Acts known as 
Locke King’s Acts, whereby charges on property of the 
deceased are to be paid primarily out of the property charged, 
and the provisions are extended so as to be applicable, not 
only charges on real and leasehold property as heretofore, 
but on property generally which by the Act is defined as 
including a thing in action, and any interest in real and 
personal property. 


DistripuTion or Restpuary Esrare. 

, The comprehensive change in the law as to the devolution 
of real estate, which has been effected by sect. 45, has already 
been referred to. The marginal note reads: ‘‘ Abolition of 
descent to heir, curtesy, dower and escheat,” and the section 
proceeds to its task with a conciseness and universality which 
is worthy of the Book of Daniel. At one fell swoop practically 
the whole of the existing law as to descent is swept away, 
whether in accordance with the common law, or statute or 
custom, and with it the rights of the spouse of an intestate 
known as curtesy, dower and freebench. The right of the 
Crown (which is termed escheat) to the land of an intestate 
who dies without leaving an heir also disappears, for in 
future on an intestacy the land of the intestate will, under 
sect. 33, be held by the administrators upon trust for sale, 
and the proceeds of sale and the land until sale will form 
part of ‘the residuary estate of the intestate.” In lieu of 
the rights of escheat a corresponding right to the property 
as bona vacantia will arise in favour of the Crown. 


Sect. 46 then proceeds to provide how the residuary estate 
of the intestate, which, as we have seen, includes his real 
estate to be held on trust for sale, is to be distributed, a 
notable feature being that husband and wife, and also father 
and mother, are put on the same footing in every case, 
instead of a husband or father being in a more favoured 
position than a wife or mother as beretofore. If an intestate 
leaves a husband or wife (with or without issue) he or she 

_ takes all the personal chattels (an expression which is limited 
by sect. 55 (x) to household furniture and other residential 
effects as therein defined), and has a first charge on the rest 


of the estate for £1,000 with interest at 5 per cent. until 
paid. If the intestate leaves no issue, the surviving spouse 
is entitled for life to the rest of the estate, but if there is 
issue only to the income of half of the residue for life, and 
subject thereto the issue take the whole estate on the statutory 
trusts set out in the following sect. 47. If those trusts fail, 
then the surviving spouse becomes entitled to the whole of 
the estate for life. If the intestate leaves issue but no spouse, 
then the whole estate will be held for the issue upon the 
statutory trusts. The section then goes on to provide for 
distribution in cases of the intestate leaving no issue or 
parents, but other relations, and for the order in which they 
are to take. 

Heretofore, relations, however remote, may have become 
entitled, but under the new law persons more remote than 
grandparents and issue of uncles and aunts will not take, 
and the Crown, or the Duchies of Cornwall and Lancaster, 
will take the residuary estate of the intestate, to the exclusion 
of more remote collateral relations. But if all other persons 
who are within the limits of relationship prescribed by the 
Act fail, a surviving spouse of the intestate will take absolutely 
before any right to bona vacantia can arise. It is to be 
observed that the word ‘‘issue”’ is used throughout in its 
wide and proper significance, and is not confined to the 
meaning of ‘‘children.”’ Another point to be noted is that 
in the case of collaterals becoming entitled, the whole blood 
is preferred to the half blood. 

Sect. 47, which sets out the statutory trusts referred to in 
the preceding section, taken in conjunction with the other 
provisions of the Acts, really makes the equivalent of an 
elaborate will for the intestate. It provides that infants’ 
shares in the estate are to be contingent on attaining 21 or 
marriage, and for substitution of family stocks, for the 
application of the statutory provisions as to advancement 
and maintenance, for hotchpot, for the use and enjoyment of 
chattels, and even provides that a married infant may give 
valid receipts. If the statutory trusts in favour of issue fail, 
then the residuary estate of the intestate will go as if the 
intestate had died without leaving issue living at the death of 
the intestate. 

Useful provisions are contained in sect. 48, enabling personal 
representatives to raise and pay the capital value of any life 
interest to which a spouse may have become entitled on an 
intestacy to such spouse, and on such payment being made 
the residuary estate may be dealt with or distributed free from 
the life interest. The sum so required, and also the £1,000 
to which the spouse is entitled in the first instance, may be 
raised by a charge on the whole or part of the residuary estate 
other than the ‘ personal chattels” which, as we have seen, 
become the property of the spouse. 


Sect. 49 applies to the case of partial intestacy, and makes 
the provisions as to distribution have effect as respects the 
undisposed part of the estate. 


In the short time at our disposal it has only been possible 
to attempt a very general idea of the scope of the new Acts, 
and the details that have been referred to are only some of 
the many matters as to which something might have been 
said. But in concluding I would draw attention to a feature 
of the new Acts, and utter a word of warning. It may be 
that the forms used in connection with documents have been 
simplified in form, but in a great many cases the simplification 
is only in form and not in substance. Forms in connection 
with conveyances, mortgages, wills and so on may have been 
shortened, but this is achieved to a great extent by leaving 
matters of more or less importance to be implied, and these 
implications can only be found out by reference to the Acts 
themselves. 
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THE INCORPORATED ACCOUNTANTS’ JOURNAL. 


Bistrict Societies of Incorporated 
Accountants. 


BELFAST. 
ANNUAL MEETING. 

The annual meeting of this Society was held at Belfast on 
April 22nd. Mr. G. H. McCullough presided. 

The report of the Committee and financial statement for the 
year ended March 31st, 1927, were approved and adopted. 
The following office bearers for the ensuing year were 
elected : —President, Mr. G. H. McCullough; Vice-President, 
Mr. Fred Allen; Hon. Secretary and Treasurer, Mr. H. 
McMillan; Hon. Auditor, Mr. Charles Magee; Committee: 
Mr. E. A. Anderson, Mr. J. Baird, Mr. R. Bell, Mr. N. Booth, 
Mr. J. Boyd, Mr. 8. Boyle, Mr. A. S. Courtney, Mr. J. 8. Lewis, 
Mr. A. H. Oughton, Mr. J. D. Thompson, Mr. J. 8. White. 

The Chairman presented the honours certificate to 
Mr. Joseph Dornan, who obtained First Place in the 
Intermediate examination held in November last. 

The meeting terminated with a vote of thanks to the 
Chairman. 

Report. 

Your Committee have pleasure in presenting the report on the 

work of the Society for the year ended March 31st, 1927. 


MEMBERSHIP. 
The total number of members is 91, consisting of 12 Fellows, 
39 Associates and 40 student members, as compared with a 
total membership of 87 last year. 


EXAMINATIONS. 

The examinations of the Parent Body were held in May 
and November. Twenty-two candidates entered for the 
May examination and eighteen in November, ten candidates 
being successful in May and eight in November. 

Mr. Joseph Dornan obtained First Place in the Intermediate 
examination. ‘ 

LEcTURES. 
During the year the following lectures were given :— 


1927. 
Feb. 7th. ‘Limited Liability,” by Mr. J. M. Hamill, LL.B. 


Mar. 5th. Informal Discussion on ‘‘ Income Tax.” 


Goutr ComPETITION. 

The annual golf competition for the ‘“‘ Booth” Cup was held 
in Donaghadee on May 31st, 1926. A large number of 
members participated, and a very enjoyable day was spent. 
The winner of the cup and prize (presented by Mr. James 
Baird) was Mr. A. McAdam, Mr. A. Allen winning the 
running-up prize presented by the Vice-President. In the 
afternoon a consolation stroke was held, Mr. H. McMillan 
winning the prize presented by Mr. J. S. White. 


% AnnvuaL DINNER. 

The annual dinner was held in Thompson’s Restaurant on 
December 3rd, 1926. A large number of members and guests 
were present. The guests included The Right Hon. The 
Attorney-General, Mr. G. B. Hanna, M.P., Mr. J. H. 
Robb, K.C, M.P., Mr. T. W. MeMullan, M.P., Mr. John 
McGonigal, K.C., Mr. Arthur Collins (London), Mr. A. A. 
Garrett (London), Mr. J. I. Donaghy (President, Incorporated 
Law Society of Northern Ireland), Mr. T. M. Hennessy 
(President. Belfast Society of Chartered Accountants), 
Professor F. T. Lloyd-Dodd, Mr. M. G. Garrod, M.A., and 
Mr. J. B. Gray (H.M. Inspector of Taxes). 


Liprary. 

The Committee regret that a number of the student members 
do not take more advantage of the facilities afforded by the 
library. This library contains all the books mentioned in 
the syllabus of the examinations, and the Committee are 
anxious that all student members should avail themselves 
of the privileges of the library. 


ComMITTEE. 
Your Committee was asked to give evidence before the 
Bankruptcy Law Amendment Committee for Northern Ireland, 
and Mr. G. H. McCullough and Mr. J. 8S. Lewis appeared 


before the Committee as representing this Society. It is 
interesting to note that the majority of the recommendations 
made by your Committee are included in the report of the 
alterations recommended by the Government Committee. 

Your Committee have devoted a considerable amount of 
time towards the promotion of a Registration Bill for the 
accountancy profession in Northern Ireland. A similar 
measure having been rejected in the Senate of the Irish 
Free State, it is felt that it is not advisable at the present 
time to proceed with the promotion of a Registration Bill 
in Northern Ireland. 

Thirteen Committee meetings were held during the year. 
In accordance with the rules all members retire, but are 
eligible for re-election. 


BIRMINGHAM AND MIDLAND. 
ANNUAL MEETING. 


The 36th annual general meeting of this Society was held 
at the Queen’s Hotel, Birmingham, on April 11th. 

The Secretary read a letter of apology from the President 
(Mr. J. R. Johnson), who regretted his unavoidable absence, 
and Mr. Ernest T. Kerr was asked to take the chair. 

The Secretary explained that the first business of the 
meeting was to decide whether or not the date for the end 
of the financial year should be altered to February 28th 
instead of August 3lst. The proposal was adopted. 

The minutes of the last annual general meeting were 
confirmed and signed. 

The report and financial statement of accounts for the 
six months ended February 28th, 1927, as circulated to 
the members was considered and approved. 

The following officers were unanimously elected :—President, 
Mr. Ernest T. Kerr, F.S.A.A.; Vice-Presidents; Mr. J. W. 
Blackham, F.8.A.A., Mr. J. Bridgwater, F.S.A.A., Mr. H. 
Harcourt, F.S.A.A., Mr. F. M. Hawnt, F.S.A.A., F.C.I.S., 
Lieut.-Colonel T. E. Lowe, O.B.E., J.P., F.S.A.A., Mr. J. R. 
Johnson, F.S8.A.A.; Committee: President, Vice-Presidents, 
Mr. A. P. Bardell, A.S.A.A. (Birmingham), Mr. T. Hannibal, 
A.S.A.A. (Birmingham), Mr. F. W. Picken, F.S.A.A. 
(Birmingham), Mr. W. 8S. Turner, F.S.A.A. (Birmingham), 
Mr. D. E. Campbell, F.S.A.A. (Wolverhampton), Mr. C. N. 
Rowe, A.S.A A. (Worcester), Mr. P. R. Forrest Groves, 
F.S.A.A. (Shrewsbury), Mr. H. M. James, A.S.A.A. (Coventry), 
Mr. T. H. Platts, F.S.A.A. (Hon. Secretary), Mr. J. D. Beck, 
A.S.A.A. (Hon. Assistant Secretary), Mr. G. Horton, A.S.A.At 
(Hon. Treasurer); Educational Committee: Mr. A. P. Bardell, 
A.S.A.A., Mr. G. R. Griffin, LL.D., F.S.A.A., Mr. E. W. 
Barnett, Mr. W. R. Shaw, Mr. W. W. Williams; Hon. 
Secretary, Mr. T. Harold Platts, F.S.A.A.; Assistant Hon. 
Secretary, Mr. J. D. Beck, A.S.A.A.; Hon. Treasurer, Mr. G. 
Horton, A.S.A.A.; Hon. Librarian, Mr. T. Hannibal, 
A.S.A.A.; Hon. Auditors: Mr. R. H. Bridgwater, F.S.A.A., 
Mr. E. W. Barnett. 

Certificates for the Final examination held in November, 
1926, were presented to Mr. Eric Davies, Mr. Frederick Gibson 
and Mr. James Arthur Munn. 

Mr. Platts stated that Mr. Blackham had retired from the 
Council of the Parent Society, and it was suggested that 
Mr. E. T. Kerr, a Fellow in public practice, Birmingham, 
should be nominated for the consideration of the members 
of the Parent Society at the forthcoming annual general 
meeting. Six members had already signed a nomination in 
favour of Mr. Kerr, and it was unanimously decided that 
Mr. Kerr’s election should be supported. Mr. Kerr thanked 
the members for their confidence, and assured them that 
if elected he would do everything in his power to further 
the interests of the Society generally. 

The meeting terminated with a vote of thanks to Mr. Kerr 
for presiding, and to the officers and Committee for their 
services during the past year. 

A smoking concert followed. The services of a concert 
party had been obtained, and provided an excellent evening’s 
entertainment, which was appreciated and enjoyed by the 
members present. 


Report. 

In presenting the 36th annual report and financial 
statement, your Committee wish to explain that a 
recommendation is made to the members, which will be 
brought before the annual general meeting in the form 
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of a resolution, to alter the date of the end of the financial 
year from August 3lst to February 28th in each year. 
The object of this alteration is to enable the newly-appointed 
Committee to have time to make the necessary arrangements 
for the programme for the following winter session. 

The Council wish to draw attention to the fact that the 
revenue account for the six months ended February 28th, 1927, 
includes practically a whole year’s expenditure, as the period 
covers the winter months, whilst only six months’ income is 
credited. It will, therefore, be appreciated that whilst there 
is an excess of expenditure over income, the financial position 
is satisfactory. It is proposed by the Committee, subject to 
confirmation at the annual general meeting, to ask members 
to pay only a further six months’ subscription, which will 


cover the period to February 28th, 1928. 
During the past winter session a series of interesting lectures 
and meetings was arranged, and in view of the President’s 
Mr. T. Keens) recent visit, it was decided to postpone the 
inner until an early date in the forthcoming winter session. 


The Committee take this opportunity of recording their 
thanks to the various Lecturers for their valuable services. — 

Members are reminded that the Society’s library at the 
Chamber of Commerce is constantly kept up to date. 


SOUTH WALES AND MONMOUTHSHIRE. | 
CarpirF anv District. Stupents’ Section. | 

Mr. A. Perey Horton, Incorporated Accountant, was the 
Lecturer at the last meeting of the session held on April 12th. | 
His subject was ‘*A Survey of Yearly and Interim Accounts 
and Records.’”” He was supported by Mr. Percy A. Hayes, 
F.S.A.A. (chairman), Mr. F. J. Alban, F.S.A.A., Mr. L. R. 
Williams, F.S.A.A., Mr. W. I. Rodda, A.S.A.A., Mr. J. Alun | 
Evans (Hon. Secretary), and a good attendance of students. | 

The Lecturer first dealt with comparative yearly accounts 
and records, and explained that the title meant the tabulation of 
figures on a standardised measure over an extended period 
of time covering several accounting periods, thereby disclosing 
the relative difference of each item under review between 
one period and another. The value of comparative trading 
and profit and loss accounts he summarised as follows :— 

(1) They give a record of the past and bring to light the 
comparative success or failure of branches or departments. 

(2) They enable the management to understand the 
causes and effects of the changes that take place. 

(3) They provide material for the calculation of future 


operations. 

When considering the preparation of interim accounts and > 
records, the Lecturer reminded his audience of the great 
advance made in mechanical equipment in the form of 
book-keeping and calculating machines by which all statistical | 
data were prepared at short notice and without delay; the 
routine work was also kept right up to date. In the past a 
tremendous amount of work in the counting-house had been 
to all intents and purposes wasted, because of the time which 
elapsed between the completion of accounts and the period to 
which they related. If due regard be given to the organisation 
of the counting-house, the balancing of the personal and 
impersonal ledgers and the extraction of the nominal accounts 
does not present any difficulty. 

One item, however, he said, hangs like the ‘‘sword of 
Damocles”’ over the presence of interim trading accounts, and 
that is the item of stock. The existence and worth of interim 
trading accounts depends so much upon the accuracy of the 
value of stock at the end of each interim period that it merited 
particular attention. The Lecturer dealt in some detail with 
this item, dividing it into three classes, viz :— 

(1) Stocks of value. 
(2) Bulk stocks. 
(3) Departmental stocks. 


Taking as an example a drapery business, the Lecturer 
dealt with the basis of allocation of numerous items of 
expenditure, viz: rent, rates and taxes, insurance, repairs 
and painting, lighting and heating, staff salaries, office 
expenses, travelling expenses, National Health Insurance 
‘contributions, gifts and subscriptions, bad debts, bank charges, 


| 


interest on capital, &c. 


The subject of interim financial statements was fully 
covered. {t was explained that these statements were 
designed to show the vital figures from week to week or 
month to month from which could be prepared useful data 
giving an approximate idea of the nature or extent of the 
financing required during the next month or two or such 
other period desired. 

In concluding his lecture, Mr. Horton said that the growth 
and development of the accountancy profession has been 
nothing short of phenomenal during the last 50 years. 
The instruments that had largely brought about the importance 
of the profession are the Bankruptcy Act, 1883, the Companies 
Acts, and especially the Income Tax Acts. 


Prize Essay Scheme. 


At the close of the meeting held on April 12th the names of 
the successful competitors in connection with the prize essay 
scheme were announced, viz :— 

First Prize (£1 1s.), Mr. E. V. C. Nicholls (articled to 
Mr. Richard Leyshon, Bute Street, Cardiff). Paper on 
‘* The Law of Contracts.’’ 

Second Prize (15s.), Mr. Kenneth V. Stephens (articled 
to Massrs. Clark, Dovey & Co., Queen Street, Cardiff). 
Paper on ‘‘ Negotiable Instruments.” 

Prize for the best Contribution to the Discussions 
(10s. 6d.), Mr. Stan. C. Williams (articled to Messrs. 
Sanders, Horton & Co., St. Mary Street, Cardiff). 


The scheme, in connection with which ten papers were 
delivered during the session, was arranged with a view to 
assisting students in the preparation for their professional 
examinations, and in the art of public speaking. 

The five meetings held (two papers delivered at each meeting) 
were well attended, and the success of the scheme was apparent 
by the keen interest taken in it. The committee appointed to 
judge the papers were Mr. Percy A. Hayes, F.S.A.A. (chairman), 
Mr. A. Perey Horton, F.S.A.A., Mr. A. D. Thomas, A.S.A.A., 
Mr. W. I. Rodda, A.S.A.A., with Mr. J. Alun Evans as 
hon. secretary. 

It was with some difficulty that the committee arrived at its 
final decision, as the marks awarded the competitors were 
very close. It is considered the scheme has proved of much 
educational value to students who took part and attended 
the meetings. 


| Changes and Removals. 


Messrs. Allan, Charlesworth & Co., Chartered Accountants, 
have opened a branch office at 1, Sidney Street, Cambridge. 


Mr. C. W. Braddy, A.C.A., Incorporated Accountant, has 
removed to 87, Moorgate, London, E.C.2. 


The partnership between Mr. Sidney Foster, F.S.A.A., 
and Mr. Thomas George Camm, F.S.A.A., practising as 
William Grimes & Co., 2, Narrow Wine Street, Bristol, 
has been dissolved owing to the ill health of Mr. Camm. 
The practice will continue to be carried on under the same 
name, with Mr. Sidney Foster, Incorporated Accountant, as 
the sole principal. , 


Mr. Frank T. Goodliff, Incorporated Accountant, has 
commenced public practice at 91, Loder Road, Preston Park, 


Brighton. 


Mr. P. C. Hansotia, B.Com., G.D.A., Incorporated 
Accountant, has commenced public practice at 90, Medows 
Street, Fort, Bombay, India. 


Messrs. J. H. Lord & Co., Incorporated Accountants, 
announce that Mr. J. H. Lord, F.S.A.A., has retired from 
the firm. The practice will be continued by the remaining 
partners, Mr. J. McR. Petrie, A.S.A.A., and Mr. A. F. Pickup, 
A.S.A.A., at Bank Buildings, Bacup, under the same style as 
hitherto. 


t 
EP 
TE 
EE 
: | | sao 
i | ee! 
| ae 
tt 
4 SCC 


May, 1927.] 


THE INCORPORATED ACCOUNTANTS’ JOURNAL. 


Mr. K. N. Pagdivala, Incorporated Accountant, has com- 
menced public practice at 20, Humam Street, Fort, Bombay. 


Mr. D. R. Paymaster, B.A., LL.B., ted Accountant, 
has been admitted a partner in the firm of 8. B. Billimoria 
and Co., Bombay. 


Mr. W. E. Tydeman, Incorporated Accountant, St. Paul’s 
Chambers, 19, Ludgate Hill, London, E.C.4, is now practising 
as Tydeman, Ryecroft & Co. 


Rebiewws. 


Godefroi on the Law of Trusts and Trustees. 
(Fifth Edition.) By H. G. Hanbury, B.C.L., M.4., 
Barrister-at-Law. London: Stevens & Sons, Limited, 
119/120, Chancery Lane. (828 pp. Price £2 10s. net.) 


The legislation of 1925 with regard to Trust matters has 
necessitated many alterations in this work. Instead of 
endeavouring to re-write the whole book, the course adopted 
has been to conserve the old material as far as possible and 
insert the effect of the new provisions where they apply, but 
in some cases the old and the new are at such variance that 
partial re-writing has been imperative. The book deals with 
the law of trusts in all its aspects, and contains an elaborate 
table of cases and a very complete index. There are separate 
chapters dealing with Voluntary Trusts, Executory Trusts, 
Constructive Trusts, Secret Trusts and Illegal Trusts; also 
information as to the effect of the bankruptcy of a trustee, 
the general powers and discretion of trustees, the investment 
and distribution of trust funds, the liability of trustees to 
render an account and the position as regards the inspection 
of trust documents and furnishing information to beneficiaries. 


Powers of Attorney: Manual on the Law and 
Practice. Issued by the Council of the Chartered 
Institute of Secretaries. Cambridge: W. Heffer & Sons, 
Limited. (90 pp. Price 3s. 6d. net.) 


The compilers of this little manual have confined themselves 
strictly to Powers of Attorney so called, and do not deal with 
proxies nor with the construction of Powers of Attorney in 
countries outside Great Britain and Ireland. The subject is 
one that has given rise to difference of opinion from time 
to time, and an authoritative book of this character will be 
welcomed. The general explanations embodied in the book 
are followed by an appendix of leading cases and forms, 
together with extracts from the Law of Property Act, the 
Trustee Act, 1925, and other statutes. 


Trusts: The Law, Administration and Accounts. 
By Charles Kelly, U.A., and John Cole-Hamilton, C.A. 
London: Sir Isaac Pitman & Sons, Limited, Parker 
Street, Kingsway, W.C. (398 pp. Price 15s. net.) 


While much is contained in this book with to 
Apportionment and other matters useful to English readers, 
the work is intended primarily for those concerned with 
Scottish Trusts. The legal aspect of the subject is not lost 
sight of, but as both the authors are accountants it will be 
understood that it is written mainly from the accountant’s 
point of view. The responsibilities of the trustee from his 
acceptance of office throughout the course of his trusteeship, 
and the various duties he has to perform are clearly defined 
and explained. A chapter is devoted to Judicial Factors, and 
another to the subject of Trust Accounting, which is 
supplemented by specimen accounts. There are also chapters 
on the audit of Trust Accounts, and on Income Tax and 
Super Tax in relation to Trust Estates. The appendix 
contains extracts from numerous Acts of Parliament bearing 
upon the subject, together with specimen forms in relation to the 
verification of stocks. requests for payment of dividends, &c. ; 
also lists of stocks domiciled at the Bank of England, the 
Westminster Bank, and the Crown Agents for the Colonies. 


Scottish Aotes. 


(FROM OUR CORRESPONDENT.) 


Glasgow Students’ Society. 

The annual meeting (as briefly reported in our last issue) 
was held on March 28th. Mr. J. Tannett Mackenzie, F.S.A.A., 
President of the Students’ Society presided, and was supported 
by Dr. John Bell, F.S.A.A., Mr. A. R. Weir, F.S.A.A., 
Mr. James Paterson, F.S.A.A. (Secretary of Scottish Branch), 
Mr. E. Mortimer Brodie, F.S.A.A., Mr. Robert Fraser, F.S.A.A. 
(Hon. Secretary Glasgow Students’ Society), and others. 
There was a large attendance. The report of the Committee 
showed that the lectures during the session had been well 
attended and elicited considerable interest amongst the younger 
members of the Society, candidates, &c. The funds, aided 
by a grant from the Scottish Council, were in a satisfactory 
condition. The report and accounts were approved, and the 
retiring members of committee and office were 
re-elected. The meeting was afterwards addressed by Mr. 
James Paterson and Mr.E.M.Brodie. An enjoyable smoking 
concert followed. 

Scots’ Law Examiner. 

We regret to have to record the death of Mr. Walter Haig 
Stevenson, M.A., LL.B., Advocate, Edinburgh, which took 
place on 8th ult. Mr. Stevenson had suffered from an attack 
of influenza from which he appeared to have recovered, but 
later rheumatic fever developed, and be succumbed to 
heart failure. Mr. Stevenson was the second son of Mr. G. H. 
Stevenson, Solicitor, Town Clerk of Haddington, and was 
educated at the Royal High School, Edinburgh, of which he 
was dux. He was admitted a member of the Faculty of 
Advocates and called to the Scottish Bar in 1911. For some 
years Mr. Stevenson had acted as a member of the Sessions 
Cases reporting staff in the Second Division of the Court of 
Session, but his general practice was expanding and he was 
in frequent request as a capable and painstaking counsel. He 
also held a position in the Faculty of Law of the University 
of Edinburgh. Last year he was appointed Examiner in 
Scots Law to the Society. A widow and two boys are left to 
mourn his death. 


Friendly Society—Illegal Donation. 

During the coal strike the directors of the Scottish Legal 
Life Assurance Friendly Society, acting on the resolution.of a 
conference of members, gave from the funds of the society 
a donation of £250 to the funds of the Women’s Committee 
for Miners’ Relief. The legality of this donation was 
challenged in the Courts, and declared to be illegal. 
According to the rules of the society, the directors, bein 
responsible for the management, should not have allow 
the conference to make the donation from the funds, and, in 
other words, it should not have appeared on the agenda, or 
it should have been ruled out of order by the chairman. 
There are twelve directors, mostly working class representatives, 
and they have now to pay £20 16s. 8d. each, in addition to 
a proportion of the legal expenses. 


Hotes on Hegal Cases. 


[The abbreviations at the end of each of the cases refer 
to the following law reports, where full reports of the case 


may be found. The Law Reports and other reports are 
cited with the year and the Division, e.g. (1925) 2 K.B.:— 
T.L.R., Times Law Reports; The Times, The Times News- 
pepe L.J., Law Journal; L.J.N., Law Journal Newspaper ; 
-T., Law Times; L.T.N., Law Times Newspaper; 8.J., 
Solicitors’ Journal; W.N., Weekly Notes; 8.C., Sessions 
Cases (Scotland); 8.L.T., Scottish Law Times; 1.L.T., Irish 
Law Times; J.P., Justice of the Peace (England); L.G.R., 
Knight's Local Government Reports; B.& C.R., Bankruptcy 

and Company Cases. 
The other abbreviations used in modern reports are H.L., House 
of Lords; A.C., Appeal Court (House of Lords and PrivyCouncil); 
C.A., Court of Appeal ; Ch., Chancery Division; K.B., King’s 
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Bench Division; P., Probate, Divorce and Admiralty Division ; 
C.S., Court of Session (Scotland); J., Mr. Justice (King’s Bench 
or Chancery); L.J., Lord Justice; L.C., Lord Chancellor; 
M.R., Master of the Rolls; N.I., Northern Ireland; P., President 
of Probate, Divorce and Admiralty. } 


BILLS OF EXCHANGE. 


Importers Company, Limited, v.Westminster Bank. 
‘* Account Payee only.” 

By sect. 82 of the Bills of Exchange Act, 1882, ‘‘ where a 
banker in good faith and without negligence receives payment 
for a customer of a cheque crossed generally or specially to 
himself, and the customer has no title, the banker shall not 
incur any liability to the true owner of the cheque by reason 
only of having received such payment.” The plaintifis, who 
were merchants in London, bought paper from German 
manufacturers through S8., their buying agent in Germany, 
and sent him a crossed cheque, marked ‘‘ account payee only,” 
drawn on the National Provincial Bank in London, and 
payable to the vendors. S. indorsed the cheque by forging 
the name of the vendors and added his own name, and then 
paid it into his own bank at Dresden. The Dresden bank 
collected the money from their English agents, the defendant 
bank, and the latter collected the amount from the National 
Provincial Bank. An action was brought for wrongful 
conversion of the cheque. 

It was held (1) that as there was nothing in the indorse- 
ments or in the words ‘‘account payee 1 to make the 
defendants suspicious, since 8. might have been the 
managing director of the vendors, the defendants had not 
been negligent, (2) that the word ‘‘ customer”? in the section 
included another bank, and (3) that, although the defendants 
were acting as a collecting bank, they ‘‘ received payment ’’ 
within the meaning of the section, and therefore the 
action failed. 

(K.B.; (1927) 43 T.L.R., 325.) 


COMPANY LAW. 


In re Madame Tussaud & Sons. 
Division of Surplus Assets. 

Eve (J.) held that where preference shares had no rights of 
priority over ordinary shares in respect of capital, on a 
winding up, surplus assets ought to be distributed pro rata 
among all the shareholders. 

(Ch.; (1927) L.J.N., 316.) 


EXECUTORSHIP LAW, AND TRUSTS. 


In re Trollope’s Will Trusts. 
Trust for Conversion. 

The Administration of Estates Act, 1925, sect. 39 (1), 
provides :—‘‘ In dealing with the real and personal estate of 
the deceased his personal representatives shall, for the 
purposes of administration won all the powers, discretions 
and duties conferred or impo by law on trustees holding 
land upon an effectual trust for sale.”* 

The Law of Property Act, 1925, sect. 28 (2), provides :— 
‘« Subject to any direction to the contrary in the disposition 
on trust for sale, the net rents and profits of the land until 
sale, after keeping down costs of repairs and insurance and 
other outgoings shall be — or applied, except so far as any 
part thereof may be liable to be set aside as capital money 
under the Settled Land Act, 1925, in like manner as the 
income of investments representing the purchase money 
would be payable or applicable if a sale had been made and 
the proceeds had been duly invested. 

Tomlin (J.) held (1) that sect. 39 of the Administration of 
Estates Act, 1925, had no application to a case where, after 
an assent by executors, the residue of the personal estate was 
held by trustees upon trust for sale with power to postpone 
sale, and (2) that the provision in sect. 39 (ii) conferring on 
personal representatives all the duties imposed by law on 
trustees holding land upon an effectual trust for sale does not 
suffice to make the Law of Property Act, 1925, sect. 28 (2) 
applicable, and that the rule has accordingly not in all cases 
’ been abolished. 


(Ch. ; (1927) W.N., 77.) 


MISCELLANEOUS. 


Rex v. Minister of Health. 
Disallowance of Wage Payments by District Auditor. 

A certificate of remission of surcharge granted by the 
Minister of Health to the Council of Poplar, on behalf of 
certain surcharged councillors, was quashed by a Divisional 
Court on the ground that the Minister of Health had no 
jurisdiction to make the order of remission, alternative action 
having already been taken by certiorari under sect. 35 of the 
Poor Law Amendment Act, 1844. Such action precludes an 
appeal to the Minister under sect. 36 of the Act. 

(K.B.; (1927) 71 S.J., 160.) 


PARTNERSHIP. 


Boorn v. Wicker. 
Solicitation by Executor of Deceased Partner. 

A partnership deed provided, inter alia, that on the death 
of the deceased partner the assets should be divided between 
the surviving partners and the estate of the deceased partner 
equally. W., one of the executors of the deceased partner, 
had been employed by the firm till after the death of the 
deceased partner and thereafter was dismissed. There was 
nothing in his contract of service as to soliciting customers, 
and after his dismissal he entered the service of a rival 
concern and started to solicit the customers of the partnership. 

The House of Lords in Trego v. Hunt (1896, A.C. 7) held 
that where the goodwill of a business is sold (without further 
provision) the vendor may set up a rival business, but he is 
not entitled to canvass the customers of the old firm, and may 
be restrained by injunction from soliciting any person who 
was a customer of the old firm prior to the sale to continue to 
deal with the vendor, or not to dea] with the purchaser. 

Tomlin (J.) held that the rule in Trego v. Hunt is not 
confined to cases where the person alleged to be wrongfully 
soliciting is a vendor voluntarily entering into the contract of 
sale and putting the proceeds of sale in his own pocket, but 
also applies where a personal representative is selling in 
fulfilment of the contract of his testator, and that in such a 
case an injunction will be granted restraining the personal 
a from soliciting the customers of his testator’s 
ate firm. 


(Ch. ; (1927) L.T.N., 254.) 


REVENUE. 


Lysaght v. Inland Revenue Commissioners. 
Ordinarily Resident in the United Kingdom. 

The Court of Appeal (Lawrence (L.J.) dissenting) allowed 
an appeal from a decision of Rowlatt (J.), and held that the 
appellant, who had a permanent home in Ireland and visited 
England temporarily for purely business reasons, was not 
ordinarily resident in the United Kingdom, and therefore was 
not assessable to income tax under the Income Tax Act, 
1918, sect. 46, Schedule C, Rule 2 (d). The case was 
analogous to that of a merchant who went regularly to a 
foreign country to do business, or that of a barrister who went 
on @ particular circuit. 


(C.A.; (1927) L.T.N., 254.) 


Levene v. Inland Revenue Commissioners. 
Ordinarily Resident in the United Kingdom. 

The Court of Appeal dismissed an appeal from a decision 
of Rowlatt (J.), that a British subject who lives abroad and 
visits England for social reasons is ordinarily resident in 
the United Kingdom, and is assessable to income tax under 
the Income Tax Act, 1918, sect. 46, Schedule C, Rule 2 (d). 

(C.A.; (1927) L.T.N., 254.) 


Lord Advocate v. Scott. 
Interest on Arrears of Excess Profits Duty. 

The Court of Session held that interest was payable on all 
arrears of excess profits duty, and not only on instalments 
authorised under the first three sub-sections of sect. 34 of 
the Finance Act, 1922. 

(C.S.; (1927) S.L.T., 136.) 
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